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THE  POTENTIAL  FOR  AN  ENTERPRISE  FUND 

FOR  AFRICA 


TUESDAY,  OCTOBER  19,  1993 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 
Subcommittee  on  Economic  Policy,  Trade  and 

Environment,  and  Subcommittee  on  Africa, 

Washington,  DC. 

The  subcommittees  met,  pursuant  to  call,  at  1:30  p.m.  in  room 
2172,  Rayburn  House  Office  Building,  Hon.  Sam  Gejdenson  (chair- 
man of  the  Subcommittee  on  Economic  Policy,  Trade  and  Environ- 
ment) presiding. 

Mr.  Gejdenson.  The  Subcommittee  on  Economic  Policy,  Trade 
and  Environment  and  the  Subcommittee  on  Africa  meet  today  to 
investigate  whether  or  not  the  Enterprise  Fund  for  Africa  would  be 
a  sound  developmental  tool  for  that  continent.  I  am  pleased  to 
cochair  this  hearing  with  my  distinguished  colleague  from  Florida, 
Harry  Johnston,  who  fully  appreciates  the  difficulties  of  private 
sector  development  in  Africa. 

Why  shouldn't  Congress  create  an  Enterprise  Fund  for  Africa? 
Enterprise  funds  now  exist  in  Poland,  Hungary,  Bulgaria,  the 
Czech  Republic,  the  Baltics  and  Russia.  In  addition,  the  State  De- 
partment and  the  Agency  for  International  Development  are  now 
considering  establishing  a  fund  in  Romania,  Albania,  and  Slovenia. 
While  there  may  be  legitimate  concerns  as  to  why  the  Congress 
and  the  administration  would  not  want  to  create  a  fund  for  Africa, 
I  can  no  longer  accept  the  rationale  that  was  presented  to  me,  in 
the  past,  which  was  that  Africa  is  somehow  not  ready  for  a  fund. 

If  Albania  and  Russia  are  ready,  it  would  appear  to  me  that  Afri- 
ca is  at  minimum  worthy  of  a  discussion  on  this  issue.  I  don't  want 
to  see  Africa  get  the  short  end  of  the  stick  as  has  so  often  been  the 
case  in  the  past. 

I  know  from  experience  with  other  private  sector  programs  that 
what  works  well  for  one  country  may  not  translate  well  into  an- 
other culture  or  economy.  I  have  some  concerns  about  creating  ad- 
ditional Enterprise  Funds.  I  hope  that  our  witness  today  will  be 
forthcoming  as  to  what  lessons  have  been  learned  or  what  mistakes 
have  been  made  in  the  management  or  structure  of  existing  Enter- 
prise Funds. 

We  also  have  to  consider  how  we  would  pay  for  another  Enter- 
prise Fund.  Foreign  aid  dollars  are  shrinking  and  Africa  on  a  per 
capita  basis  is  no  exception  to  that  trend. 

I  know  that  the  administration  will  take  this  issue  seriously  as 
is  evidenced  by  the  high  rank  of  today's  public  sector  witnesses.  I 

(]) 


look  forward  to  not  only  the  testimony  of  all  of  today's  witnesses, 
but  in  exploring  innovative  options  for  the  private  sector  develop- 
ment in  Africa. 

Mr.  Chairman. 

Mr.  Johnston.  Thank  you,  Mr.  Chairman.  I  am  glad  to  share 
this  opportunity  with  you  and  your  subcommittee  to  explore  the 
important  objectives  of  economic  development  in  Africa.  The  con- 
cept of  the  African  Enterprise  Fund  has  been  under  discussion  for 
several  years  now  as  an  approach  to  fostering  economic  growth  and 
market  economies  in  Africa. 

Ideally,  the  Enterprise  Fund  would  serve  as  a  catalyst  for  the  de- 
velopment of  financial  sectors,  provide  a  source  of  credit  and  in- 
vestment capital  for  entrepreneurs  and  assist  in  business  education 
and  training.  As  we  strive  to  achieve  sustainable  development  in 
Africa,  we  must  look  not  only  to  the  political  stability,  but  also  to 
meaningful  economic  growth. 

I  hope  that  this  hearing  will  uncover  creative  means  to  that  im- 
portant end.  We  need  to  begin  to  seriously  grapple  with  the  nega- 
tive investment  climate  in  Africa.  We  must  begin  to  create  domes- 
tic investment  opportunities  in  Africa  and  to  help  reduce  capital 
flight  from  this  continent.  An  African  Enterprise  Fund  might  be 
the  way  to  address  these  development  challenges. 

But  first,  we  must  creatively  examine  and  design  an  appro- 
priately suitable  mechanism  for  the  unique  business  environment 
in  Africa.  There  are  12  ongoing,  as  you  have  pointed  out,  and  pro- 
posed funds  in  Eastern  Europe,  and  the  newly  independent  states 
that  total  $1.2  billion  in  funds.  There  must  be  a  way  to  construct 
Enterprise  Funds  for  Africa. 

I  am  encouraged  by  the  administration's  appearance  here  today 
and  appreciate  your  serious  attention  to  the  issue  of  Enterprise 
Funds  for  Africa. 

I  must  take  this  opportunity  to  congratulate  Dr.  Carol  Lancaster 
on  her  confirmation  as  Deputy  Administrator  at  the  Agency  for 
International  Development.  You  have  appeared  before  my  sub- 
committee as  a  private  witness  in  the  past,  and  I  am  eager  to  work 
with  you  in  your  new  capacity  as  well.  I  look  forward  to  follow-up 
discussions  after  today's  hearing. 

Mr.  Gejdenson.  We  have  with  us  the  Honorable  Carol  Lan- 
caster, the  Deputy  Administrator  for  the  Agency  for  International 
Development.  And  Hon.  George  Moose,  Assistant  Secretary  of  State 
for  African  Affairs  Department  of  State.  Along  with  him  is  the  Dep- 
uty Secretary  for  European  Affairs  at  State. 

I  would  like  to  start  for  10  minutes  or  so  and  then  break  and 
then  we  will  continue  again.  We  will  start  with  Ms.  Lancaster. 

STATEMENT  OF  CAROL  LANCASTER,  DEPUTY  ADMINIS- 
TRATOR, UNITED  STATES  AGENCY  FOR  INTERNATIONAL  DE- 
VELOPMENT 

Ms.  Lancaster.  Thank  you,  Mr.  Chairman.  Thank  you  both  for 
the  opportunity  to  appear  here  again  in  another  incarnation,  as  I 
have,  as  Congressman  Johnston  said,  been  here  before.  I  am  not 
sure  my  new  role  is  entirely  as  comfortable  as  the  old  role. 

If  you  permit  me,  I  will  submit  my  testimony  for  the  record  and 
make   some   comments   drawn   from   that  testimony   on   the  topic 


today,  the  issue  of  the  creation  of  a  Southern  African  Enterprise 
Fund. 

I  won't  spend  much  time  going  over  the  Enterprise  Funds  that 
already  exist  in  Eastern  Europe  and  the  one  that  is  just  being  es- 
tabhshed  in  Russia  and  the  others  that  are  planned.  I  think  we 
have  one  of  the  real  experts  here  on  it.  But  just  to  note,  as  I  think 
you  have,  that  these  funds  were  created  to  meet  a  particular  need 
in  that  part  of  the  world,  that  need  being  the  shortage  of  risk  cap- 
ital after  the  major  economic  and  political  changes  that  had  taken 
place  in  Eastern  Europe  and  Russia  as  well  as  stimulating  the  de- 
velopment of  the  financial  sector. 

We  saw  in  these  countries,  when  the  change  took  place  from  a 
command  economy  to  more  market  economies,  very  underdeveloped 
financial  institutions.  These  funds  were  intended  to  help  develop 
those  institutions  to  provide  technical  assistance  on  financial  serv- 
ices to  attract  U.S.  capital  to  the  region  and  as  well  as  capital  from 
other  sources. 

What  I  would  like  to  do  is  speak  for  a  brief  moment  about  what 
we  know  about  how  the  funds  have  performed,  and  then  turn  to 
the  question  at  hand.  These  funds  in  Eastern  Europe  are  still  new. 
They  were  created,  the  earliest  ones,  in  1990.  They  have  had,  a 
number  of  them,  quite  high  obligation  rates.  And  my  understand- 
ing is  that  we  are  looking  at  nearly  100  percent  obligation  rates  in 
Poland  and  in  Hungary,  far  less  in  several  of  the  other  countries. 

A  number  of  small  businesses  have  been  the  beneficiaries  of  the 
equity  and  debt  made  available  from  these  funds.  I  understand 
that  2,800  small  businesses  in  Poland  have  benefited  from  these 
funds.  But  the  longer  term  impact  of  these  funds  is  still  to  be  as- 
sessed. An  evaluation  of  their  performance  is  planned  for  this  com- 
ing year. 

We  cannot  provide  at  this  point  definitive  conclusions  about  how 
well  they  have  performed,  but  they  do  provide  some  very  interest- 
ing examples  of  how  to  promote  investment  in  small-and  medium- 
sized  enterprises. 

Obviously  there  have  been  some  issues  and  some  problems  asso- 
ciated with  these  funds  involving  the  degree  of  U.S.  Government 
oversight  of  the  funds,  limitations  on  salaries,  constraints  on  the 
types  of  operations  the  funds  have  undertaken  and  the  use  of  tech- 
nical assistance.  Some  of  these  issues  were  worked  out  in  the  grant 
agreement  for  the  newest  fund  for  Russia,  and  so  they  are  not  insu- 
perable problems  in  the  creation  of  such  a  fund. 

An  Enterprise  Fund  for  Southern  Africa:  I  would  like  to  make  a 
couple  of  points  in  introducing  this  discussion.  First  of  all,  we  have 
some  venture  capital  funds  already  set  up  in  sub-Saharan  Africa. 
There  is  an  Africa  Growth  Fund.  This  is  a  fund  that  is  financed 
primarily  from  private  sector  subscriptions.  I  understand  that  it 
has  obligated  about  half  of  its  capital. 

There  are  venture  capital  funds  for  Kenya,  Tanzania  and  Ghana. 
My  understanding  here  is  that  these  funds  are  still  in  the  process 
of  attracting  the  private  capital  that  would  make  them  work. 

The  idea  of  a  Southern  Africa  Enterprise  Fund  is  somewhat  dif- 
ferent from  privately  financed  venture  capital  funds  in  that  an  en- 
terprise fund  would  be  financed  by  a  grant  from  the  U.S.  Govern- 
ment. The  proposal  that  this  subcommittee  has  raised  is  a  fund 


that  would  cover  all,  not  only  for  initial  administrative  costs  but 
also  for  its  lending  and  technical  assistance  activities  of  sub-Saha- 
ran  Africa. 

I  must  give  my  own  personal  view  here.  I  would  be  a  little  con- 
cerned about  creating  a  fund  to  cover  all  of  sub-Saharan  Africa. 
There  are  some  40  countries  and  450  million  people  and  an  enor- 
mous variety  of  economic  situations  and  conditions  in  the  region. 
At  the  same  time,  creating  an  Enterprise  Fund  of  the  kind  we  have 
seen  in  Eastern  Europe  for  a  single  African  country,  depending  on 
the  country,  might  be  unwarranted.  We  do  have  quite  a  number  of 
very  small  markets  in  the  region,  and  surely  in  most  of  Africa,  an 
Enterprise  Fund  would  be  stronger  if  it  had  a  more  diversified  risk 
base.  That  is  to  say,  such  a  fund  should  include  more  than  one 
country  and  a  larger  market. 

What  I  am  leading  to  is  an  idea  that  we  are  beginning  to  explore 
in  USAID,  together  with  our  colleagues  from  the  State  Depart- 
ment. That  is  the  creation  of  an  Enterprise  Fund  for  a  group  of  Af- 
rican countries.  And  the  area  where  we  think  it  makes  most  sense 
to  explore  this  idea  is  southern  Africa. 

Let  me  tell  you  why  I  think  it  makes  most  sense  to  look  at  this 
idea  in  the  context  of  southern  Africa.  It  is  the  region,  I  think,  that 
is  probably  potentially  the  richest  in  Africa — certainly  it  is  among 
the  most  well  endowed  with  natural  resources.  And  a  number  of 
countries  in  southern  Africa  have  made  good  economic  progress. 
Economic  reforms  are  in  progress  throughout  much  of  the  region, 
and  I  think  that  these  reforms  may  well  be  in  the  process  of  creat- 
ing opportunities  for  private  sector  activities.  If  the  reforms  are 
sustained  and  expanded,  particularly  those  involves  trade  liberal- 
ization and  currency  reforms  create  the  promise  of  a  regional  mar- 
ket. 

I  don't  think  we  are  there  yet,  but  I  think  as  trade  barriers  are 
lowered,  that  we  may  be  able  to  look  forward  to  more  progress  to- 
ward a  regional  market.  And  there  is  certainly  a  lot  of  conversation 
among  government  officials  and  private  sector  entrepreneurs  in  the 
region  about  a  common  effort  to  cooperate  regionally  and  to  move 
toward  more  open  trading  system  in  the  region. 

The  banking  and  financial  sectors  are  weak  in  a  number  of  these 
countries,  and  there  is  a  shortage  of  investable  capital.  We  know 
that.  Private  capital  will  be  the  key  to  growth  throughout  the  re- 
gion. There  isn't  enough  foreign  aid  to  stimulate  or  ensure  growth 
in  the  region,  nor  should  there  be.  We  hear  from  our  colleagues  in 
the  region  how  important  it  is  for  private  capital  to  come  into  the 
region  or  to  be  mobilized  in  the  region  to  promote  growth.  There 
are  needs  an  enterprise  fund  could  address. 

Another  element,  it  seems  to  me,  that  makes  it  timely  to  look  at 
the  possibility  of  an  Enterprise  Fund  for  Southern  Africa  is  the  im- 
pending election  in  South  Africa.  If  the  election  goes  forward,  we 
all  hope  for  a  greater  degree  of  political  stability  in  that  country. 
It  creates  the  possibility  for  the  South  African  Government  to  act 
as  a  full  partner  in  the  region.  It  also  has  attracted  the  attention 
and  will  attract,  I  think,  even  more  of  the  attention  of  potential  for- 
eign investors  who  are  already  beginning  to  look  at  opportunities 
in  South  Africa. 


An  Enterprise  Fund  for  Southern  Africa  might  well  address  some 
of  the  problems  I  have  mentioned  and  take  advantage  of  some  of 
the  opportunities  that  are  opening  in  the  region. 

Mr.  Gejdenson.  I  hate  to  interrupt  you  there,  but  we  are  going 
to  leave  for  a  little  bit,  to  take  two  votes.  It  may  be  as  long  as  15 
minutes  before  we  return,  but  hopefully,  less  than  10. 

The  subcommittees  stand  in  recess. 

[Recess.] 

Mr.  Gejdenson.  Please  proceed. 

Ms.  Lancaster.  I  will  talk  a  little  faster  to  be  able  to  finish  be- 
fore the  next  vote.  I  don't  have  much  more  to  say. 

I  was  saying  when  the  vote  came  that  an  Enterprise  Fund  for 
Southern  Africa  could  address  a  number  of  the  problems  and  op- 
portunities that  we  see  in  the  region. 

It  could  provide  needed  investment  capital  and  technical  assist- 
ance for  entrepreneurs.  It  could  stimulate  investor  interest  in  the 
entire  region  especially,  we  would  hope,  on  the  part  of  U.S.  inves- 
tors, providing  information  to  those  who  are  uninformed  about  op- 
portunities and  maybe  a  little  bit  of  reassurance  to  investors  who 
are  perhaps  unsure  about  the  political  future  in  some  of  these 
countries. 

It  could  provide  an  incentive  for  countries  in  the  region  to  con- 
tinue to  implement  and  consolidate  their  economic  reforms  because 
investment  is  not  going  to  come  to  countries,  no  matter  how  many 
Enterprise  Funds  we  set  up,  if  the  economic  and  political  environ- 
ments are  not  appropriate  and  supportive.  It  could  encourage  a 
constructive  economic  engagement  by  South  Africa  in  the  region. 

A  lot  of  us  are  watching  to  see  what  a  new  government  South 
Africa  would  want  to  do  in  the  region,  and  we  are  hoping  that  it 
would  be  involved  and  supportive  of  the  aspirations  of  all  the  peo- 
ples in  the  region. 

There  are  a  few  problems  that  we  have  to  look  at  when  consider- 
ing Enterprise  Funds.  One  of  them  is  the  sustain  ability  of  economic 
and  political  reforms  in  the  region.  We  need  to  be  sure  that  when 
we  launch  such  a  fund  that  the  countries  intended  to  benefit  from 
the  fund,  would,  in  fact,  be  committed  to  maintaining  reforms  that 
would  permit  a  profitable  private  sector  in  their  country. 

I  would  want  to  avoid  the  concentration,  it  seems  to  me,  of  fund 
resources  in  any  single  country  or  one  or  two  countries.  One  might 
want  to  consider  putting  a  cap  on  the  proportion  of  lending  that 
such  a  fund  might  do  to  any  one  country  to  make  sure  that  all 
country  members  would  benefit.  Perhaps  the  biggest  issue  is  how 
do  we  fund  such  a  fund,  if  we  intend  to  go  forward  with  it? 

We  are  facing,  a  I  think  everyone  knows,  horrendous  budgetary 
problems,  particularly  in  the  150  account,  the  foreign  aid  program. 
We  have  already  seen  a  22  percent  reduction  in  some  of  these  pro- 
grams in  1994,  and  an  even  sharper  reduction  promised  by  0MB 
in  1995.  So  we  would  have  to  be  very  sober  in  our  approach  to  the 
size  and  financing  of  such  a  fund,  given  the  budget  constraints  we 
are  faced. 

Let  me  conclude  by  saying  I  really  appreciate  the  opportunity  to 
be  able  to  exchange  ideas  about  the  possibility  of  an  Enterprise 
Fund  in  Southern  Africa.  I  think  it  is  verv  interesting  idea.  We 
have  to  do  a  lot  more  work  in  exploring  whether  it  makes  sense; 


whether  we  can  go  forward  with  it  or  not,  but  I  think  this  hearing 
is  a  very  helpful  beginning  in  that  direction. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Ms.  Lancaster  appears  in  the  appen- 
dix.] 

Mr.  Gejdenson.  Thank  you.  Mr.  Secretary. 

STATEMENT  OF  HON.  GEORGE  MOOSE,  ASSISTANT  SEC- 
RETARY OF  STATE  FOR  AFRICAN  AFFAIRS,  U.S.  DEPART- 
MENT OF  STATE;  ACCOMPANIED  BY  RALPH  JOHNSON,  CO- 
ORDINATOR FOR  ASSISTANCE  TO  CENTRAL  AND  EASTERN 
EUROPE 

Mr.  Moose.  Thank  you.  I  too  welcome  this  opportunity  to  appear 
before  the  subcommittees  and  to  lend  my  experience  and  my  voice 
to  support  for  consideration  of  how  we  translate  the  experience  of 
Eastern  Europe  and  the  former  Soviet  Union  in  Africa. 

I  would  share  very  much  with  Dr.  Lancaster  the  view  that  there 
are  lessons  that  I  think  can  be  drawn  from  that  experience  and 
that  there  have  been  developments  on  the  African  continent  which 
I  think  increasingly  argue  that  we  need  to  look  at  that  experience 
and  how  it  can  be  applied  frankly  in  the  African  context. 

I  am  not  the  expert  here,  and  I  am  delighted  to  have  Dr.  Lan- 
caster and  Dr.  Johnson  who  is  very  familiar  with  the  experience  of 
the  Enterprise  Funds  in  Eastern  Europe  and  the  former  Soviet 
Union. 

Let  me  perhaps  touch  on  a  few  points.  One,  as  Dr.  Lancaster 
pointed  out,  we  face  a  very  sobering  resource  environment,  one  in 
which  we  have  to  weigh  carefully  how  we  use  scarce  resources.  We 
are  committed  to  ensuring  that  Africa  indeed  gets  its  fair  share  of 
those  resources. 

We  are  also  committed  to  making  sure  that  the  resources  that 
are  made  available  are  used  effectively  and  efficiently.  I  think  in 
many  cases  that  may  argue  that  we  need  to  look  even  more  seri- 
ously at  the  question  of  Enterprise  Funds  or  related  kinds  of  mech- 
anisms in  order  to  see  to  what  extent  we  can  leverage  private  sec- 
tor resources  by  the  judicious  use  of  public  sector  funds. 

As  Dr.  Lancaster  indicated  earlier,  we  firmly  believe  that  private 
sector  holds  the  key  to  Africa's  long-term  economic  development.  I 
think  more  of  the  experts  who  have  looked  at  the  long-term  pros- 
pects for  economic  development  realize,  number  one,  that  public 
sector  resources  are  not  going  to  be  sufficient  to  meet  Africa's 
needs,  and  more  importantly,  the  real  solution  lies  in  development 
of  the  private  sector. 

The  private  sector  is  where  most  Africans  are  employed  and  the 
potential  for  job  creation  is  particularly  high  in  micro  and  small  en- 
terprises and  the  key  aspect  of  our  assistance  is  geared  toward  fos- 
tering an  enabling  environment  in  which  such  enterprises  can  pros- 
per. 

Let  me  simply  say  that  over  the  years  I  think — and  again  I  am 
not  the  expert  here.  Dr.  Lancaster  can  comment  on  this  more  fully 
than — but  a  fair  amount  of  what  AID  has  been  doing  in  Africa  over 
the  years  has  indeed  been  devoted  to  creating  the  right  kind  of  en- 
abling environment  for  the  success  of  the  private  sector.  It  has 
been  done  through  such  things  as  our  support  for  policy  reform.  It 


has  been  done  through  such  things,  citing  my  own  recent  experi- 
ence in  Senegal,  as  major  efforts  in  terms  of  banking  reform,  for 
the  private  sector,  particularly  small  and  micro  enterprises,  both  in 
providing  assistance  directly  to  those  enterprises  to  enable  them  to 
be  successful  and  providing  them  the  kind  of  credit  that  are  other- 
wise unavailable  in  these  segments  of  the  business  community. 

Turning  just  very  briefly  to  the  Eastern  European  experience,  as 
you  know,  the  U.S.  Government  has  learned  much  from  his  recent 
experience  in  setting  up  the  Enterprise  Funds  in  Eastern  Europe. 
I  am  pleased  that  Mr.  Johnson  is  here.  He  is  the  Coordinator  for 
Assistance  to  Central  and  Eastern  Europe.  He  is  fully  qualified  to 
address  any  specific  questions  that  you  may  have. 

I  think,  in  general,  however,  he  would  say  that  the  experience 
with  the  Enterprise  Funds  has  been  largely  successful.  Funds 
clearly  have  ^^^nnered  key  U.S.  foreign  policy  goals  in  the  region 
for  developing  market  economies  and  for  fostering  a  strong  private 
sector.  Let  me  mention  an  experience,  an  African  experience,  which 
suggests  that  there  is  room  in  Africa  for  similar  kinds  of  initiatives. 

Our  principal  experience  in  Africa  in  supporting  private  enter- 
prise, through  equity  funding,  has  been  the  Africa  Growth  Fund, 
who  is  capitalization  has  been  supported  through  the  overseas  pri- 
vate investment  corporation.  The  Africa  Growth  Fund  differs  from 
the  enterprise  funds  in  Eastern  Europe  in  that  the  U.S.  Govern- 
ment provides  only  guarantees  for  investments  after  private  capital 
has  been  raised.  The  Africa  Growth  Fund  is  an  innovative  invest- 
ment vehicle  to  raise  capital  for  creating,  expanding  and  rehabili- 
tating business. 

In  sub-Saharan  Africa,  excluding  South  Africa.  The  fund  is  pri- 
vately owned  and  has  investment  capital  of  $25  million.  And  equity 
capital  totals  $5  million  in  the  form  of  partnership  interests.  These 
partnership  interests  are  offered  to  private  and  institutional  inves- 
tors. 

OPIC  has  guaranteed  the  debt  through  promissory  notes  issued 
to  qualified  American  financial  institutions.  The  Africa  Growth 
Fund  seeks  to  achieve  long-term  appreciation  and  return  to  capital 
by  investing  in  equity  securities  in  countries  in  sub-Saharan  Africa. 
The  companies  are  chosen  on  the  basis  of  their  sound  financial  con- 
dition or  attractive  growth  potential. 

The  fund  purchases  securities  of  both  new  and  established  com- 
panies that  plan  to  expand  or  modernize,  and  add  significant  cap- 
ital to  increase  their  competitiveness  or  intend  to  implement  pri- 
vatization of  a  previously  state  owned  enterprise.  The  fund's  invest- 
ments must  meet  OPIC's  criteria  for  being  environmentally  sound, 
protecting  local  workers's  rights  and  U.S.  employment.  The  fund's 
assets  are  invested  in  a  broad  spectrum  of  African  industries  such 
as  agribusinesses,  machinery  and  equipment,  electronics,  finance, 
international  trading  and  mining  and  no  more  of  15  percent  of  the 
fund's  assets  may  be  invested  in  any  one  company. 

Many  of  us  look  at  the  Africa  Growth  Fund  as  one  potential 
model  for  similar  kinds  of  initiatives  felt  I  knowledge  like  many 
other  worthwhile  initiatives,  the  challenging  African — in  the  chal- 
lenging African  economy,  the  growth  fund  initially  experienced 
some  resistance,  but  with  over  50  percent  of  the  fund's  capital  in- 
vested and  an   expectation   to   distribute   profits   to  investors  this 
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year,  OPIC  believes  that  the  fund  is  successful  and  the  fund  has 
not  experienced  any  losses  on  its  investments  and  is  exploring  the 
possibility  of  raising  additional  private  capital  for  a  proposed  Afri- 
can Growth  Fund  Two. 

There  are  other  mechanisms  to  promote  economic  growth  in  the 
private  sector.  The  United  States  is  a  major  contributor  for  exam- 
ple, to  the  tune  of  about  26  percent  of  subscriptions  to  the  Inter- 
national Finance  Corporation,  a  member  of  the  World  Bank  Group. 
The  IFC  loans  money  to  and  buys  equity  in  private  enterprises  in 
the  developing  world,  including  Africa.  Its  African  operations  tend 
to  be  concentrated  in  the  minerals  and  energy  sector.  While  the 
IFC  has  various  successful  investments  in  the  region,  it  identified 
Africa  as  one  of  the  sources  of  weakness  in  its  portfolio. 

I  mention  it  simply  to  highlight  something  that  Dr.  Lancaster 
said  earlier,  namely  that  we  do  need  to  look  at  the  conditions  that 
exist  in  order  to  see  to  what  extent  these  kinds  of  interests  are  ap- 
plicable. That  weakness  is  ascribed  to  the  investment  environment 
in  sub-Saharan  Africa  which  continues  to  be  especially  difficult. 
That  is  a  quote  from  the  IFC's  report.  The  report  further  notes  that 
economic  and  political  factors  in  a  number  of  sub-Saharan  African 
countries  continue  to  constrain  expansion  of  IFC's  investment  pro- 
gram. 

I  think  in  conclusion  I  would  say  the  following:  Enterprise  Fund 
said  and  growth  funded  have,  we  believe,  many  attractive  features, 
not  least.  They  allow  us  to  leverage  government  funds  with  those 
of  private  investors  in  a  manner  that  contributes  to  the  develop- 
ment of  the  private  sector  and  fosters  economic  growth  in  Africa. 
In  my  view,  such  initiatives  may  be  particularly  fruitful  in  coun- 
tries that  have  made  significant  progress  in  implementing  struc- 
tural or  economic  reforms.  As  these  reforms  begin  to  take  hold,  new 
and  investment  opportunities  will  increase. 

We  support  economic  development  across  the  entire  African  con- 
tinent, but  we  see  some  regions  as  particularly  promising.  As  Dr. 
Lancaster  mentioned  earlier  in  the  post-apartheid  South  Africa,  we 
have  a  unique  opportunity  to  assist  of  the  country  in  its  political 
and  economic  transformation.  This  will  could  raise  capital  for  small 
and  medium  sized  businesses. 

As  you  know,  Commerce  Secretary  Ron  Brown  will  be  leading  a 
trade  investment  mission  to  South  Africa  next  month.  One  of  the 
outcomes  of  that  mission  we  hope  will  be  a  signing  of  a  bilateral 
agreement  with  OPIC  with  South  Africa  opening  the  way  for  OPIC 
programs  in  South  Africa. 

In  summary,  AID,  OPIC  and  other  U.S.  Government  agencies  are 
devoting  considerable  resources  to  private  sector  development  in 
Africa  as  are  other  bilateral  donors  and  multilateral  institutions. 
Enterprise  Fund  and  growths  we  believe  could  serve  to  complement 
those  ongoing  efforts  but  there  are  questions  about  economic  fea- 
sibility and  budget  implications  that  need  to  be  considered  care- 
fully. 

I  would  again  join  Dr.  Lancaster  in  welcoming  the  interest  of  the 
subcommittee  in  this  issue  and  its — the  assistance  of  this  hearing 
in  helping  us  reflect,  I  think,  through  some  of  the  issues  related  to 
transforming  the  experience  in  Eastern  Europe  to  Africa. 

Thank  you,  Mr.  Chairman. 


Mr.  Gejdenson.  Thank  you. 

[The  prepared  statement  of  Mr.  Moose  appears  in  the  appendix.] 

One  of  the  things  that  strikes  me  as  we  use  our  brilHant  eco- 
nomic model  everywhere  we  travel  in  the  world  is  that  there  may 
be  times  when  variations  on  that  model  work  better.  If  we  look  at 
what  we  have  tried  to  do  over  the  last  dozen  years,  Taiwan,  during 
its  development  period,  would  not  have  fit  any  of  the  economic 
models  we  would  have  tried  to  place  on  it. 

They  had  large  state  operations  in  a  number  of  industries  and 
although  they  are  currently  privatizing  many  of  these  industries, 
that  was  not  how  Taiwan  got  to  where  it  is  today.  Shipbuilding  and 
other  large  transportation  companies  were  started  by  the  Taiwan- 
ese Government,  sometimes  in  conjunction  with  private  industry, 
but  sometimes  not.  Are  we  going  to  spend  a  lot  of  energy  trying  to 
match  these  Cv^untries  to  our  model  of  our  economy — is  that  the 
goal  here? 

Ms.  Lancaster.  I  don't  think  we  could  match  each  one  of  these 
economies  to  our  economy.  We  are  dealing  with  countries  whose 
markets  are  smaller,  whose  stage  of  development  is  much  earlier, 
whose  public  sector  is  not  perhaps  as  strong  as  our  public  sector 
as  the  public  sector  in  Taiwan  and  Korea  when  they  experienced 
their  growth.  But  there  is  a  considerable  amount  of  consensus  that 
if  there  is  not  an  active  vibrant  private  sector,  in  the  end  you  are 
not  going  to  have  healthy  growth. 

Mr.  Gejdenson.  In  the  early  1980's,  especially  in  cases  where  we 
tried  to  do  infrastructure  projects,  there  was  this  panic  that  we 
hadn't  quite  turned  them  to  the  complete  model  in  the  private  sec- 
tor. Are  you  looking  to  go  in  and  assist  existing  and/or  emerging 
small  private  industries  with  capital? 

Ms.  Lancaster.  That  is  what  we  propose  to  look  at. 

Mr.  Gejdenson.  There  seems  to  be  a  large  amount  of  money  at 
OPIC. 

Have  you  gone  back  to  the  Budget  Director,  Mr.  Panetta,  and 
taken  a  look  at  using  some  of  the  OPIC's  resources  and  expertise 
for  this  activity? 

Mr.  Moose.  I  haven't  talked  to  Mr.  Panetta,  but  we  have  talked 
to  Ruth  Harkin  and  she  is  interested  in  this.  Because  of  the  Credit 
Reform  Act,  there  is  the  condition  that  it  does  have  to  be  under- 
written— again  I  am  not  an  expert,  but  I  recall  to  the  extent  that 
OPIC  is  involved,  that  it  must  underwrite  that  to  the  tune  of  2  per- 
cent of  the  exposure.  But  my  understanding  is  that  that  is  within 
the  current  constraints  of  OPIC's  budget;  that  if  we  come  up  with 
the  right  structure,  and  the  right  formula  that  we  could  probably 
go  ahead  with  that. 

Ms.  Lancaster.  Could  I  add  something  to  that?  We  have  to  de- 
cide how  much  grant  funds  we  put  into  this  fund  and  how  much 
we  use  OPIC  guarantees,  and  what  mix  we  use. 

Mr.  Johnson.  I  say  in  the  case  of  Eastern  Europe,  the  money 
has  been  all  grant.  The  Enterprise  Funds  are  funded  with  grant  as- 
sistance. 

Mr.  Gejdenson.  Thank  you.  We  are  going  to  recess  again  until 
the  vote  and  then  return.  Hopefully  this  will  just  be  one  vote. 

[Recess.] 
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Mr.  Gejdenson.  Does  the  gentleman  from  Maryland  have  any 
questions? 

Mr.  Wynn.  Not  at  this  time. 

Mr.  Gejdenson.  Maybe  we  could  spend  a  little  time  addressing 
what  is  happening  with  the  Enterprise  Funds  from  Russia,  Czecho- 
slovakia, the  Baltic  countries,  Bulgaria,  Hungary  and  Poland  and 
how  you  look  at  the  development  in  a  place  like  Albania,  which 
seems  to  be  maybe  the  most  challenging  in  the  status  there. 

Mr.  Johnson.  Mr.  Chairman,  thank  you. 

My  name  is  Ralph  Johnson  and  I  am  the  Coordinator  within  the 
State  Department  for  aid  to  central  and  Eastern  Europe.  With  re- 
gard to  the  Russia  fund,  that  fund  is  only  now  in  the  process  of 
being  set  up.  Mr.  Gerald  Corrigan  has  been  identified  as  the  board 
Chairman  for  that  fund.  It  is  still  too  early  to  assess  how  that  fund 
is  going  to  operate  because  they  have  not  had  the  chance  to  commit 
any  funds. 

With  respect  to  the  other  fund,  there  is  something  of  a  track 
record.  The  Polish  fund,  the  largest  of  those,  has  $240  million  in 
terms  of  overall  ultimate  size  of  the  fund.  They  have  not  yet  used 
all  of  that  money,  nor  has  it  all  been  obligated  but  the  larger  part 
of  it.  They  have  both  taken  equity  positions  in  small  businesses. 
They  have,  with  existing  local  banks,  created  a  series  of  windows 
for  small  and  medium-sized  enterprise. 

They  have  provided  limited  technical  assistance  to  the  businesses 
that  they  have  either  invested  in  or  that  they  have  loaned  money 
to.  So  that  they  work  with  small  businessmen  in  growing  their 
businesses,  helping  them  develop  business  plans,  learn  hem  to  op- 
erate in  a  private  sector  environment,  so  that  the  Polish  fund  has 
been,  we  think,  very  successful.  And  the  Polish  fund,  in  fact  has 
begun  to  generate  revenues  of  its  known  reflows  from  credits,  its 
percentage  of  recovery  is  about  97  percent,  which  is  extraordinarily 
good. 

With  respect  to  Albania,  a  number  of  interesting  questions  arise. 
We  have  not  yet  formally  made  the  decision  to  go  ahead  with  the 
Enterprise  Fund.  I  would  like  to  do  that  because  the  Albanian  Gov- 
ernment is  strongly  committed  to  economic  and  political  reform  and 
they  are  on  target  with  their  World  Bank  and  IMF  programs.  The 
question  is  how  we  could  create  a  fund  that  would  operate  in  an 
environment  that  is  less  developed  than  elsewhere  in  the  region 
and  how  we  could  create  a  fund  that  would  be  smaller  without  eat- 
ing up  the  capital  in  operating  costs. 

One  of  the  issues  that  arises  with  those  funds  that  are  the  sec- 
ond size  down — with  the  Polish  fund,  is  $50  million,  $65  million — 
these  funds  they  feel  need  to  attract  additional  outside  capital  in 
order  to  have  the  reasonable  level  of  operating  expenses. 

Mr.  Gejdenson.  Because  the  managers  end  up  eating  up  so 
much  of  the  cost? 

Mr.  Johnson.  No,  in  part  because  we  have  imposed  such  a  large 
amount  of  requirements  on  them.  They  have  an  office  in  Washing- 
ton, D.C.  and  in  Czechoslovakia;  they  have  offices  in  Bratislava 
and  Prague.  If  have  you  to  have  a  number  of  people  on  the  ground 
to  manage  the  transactions  and  following  up,  you  can't  put  the 
money  out  and  forget  about  it. 
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Mr.  Gejdenson.  Should  the  review  process  be  more  focused,  so 
that  all  of  these  funds  operated  out  of  a  more  centralized  account- 
ing system  eliminating  the  need  for  multiple  networks  to  review 
each  one?  Clearly  as  we  are  starting  to  expand. 

Mr.  Johnson.  You  raise  an  excellent  point.  And  one  of  the  things 
that  we  are  looking  at  in  terms  of  talking  about  creating  a  fund 
in  Albania  is  whether  or  not  it  might  not  be  able  to  use  the  book- 
keeping operations  for  example  for  one  of  the  other  larger  funds. 
We  need  to  have,  I  think,  an  identifiable  board.  Because  the 
board — the  American  members  of  the  board  are  named  by  the  ad- 
ministration, and  they  select  host  country  members.  That  is  an  im- 
portant element  so  that  the  fund  is  seen  not  just  as  a  foreign  insti- 
tution. So  we  need  to  have  a  board  that  is  identified  with  the  host 
country. 

You  also  need  to  have  people  that  know  enough  about  these  mar- 
kets that  they  will  make  prudent  transactions.  In  fact  what  has 
happened  now  in  that  other  sources  of  capital,  pension  funds  and 
others,  are  coming  increasingly  to  our  Enterprise  Funds  and  saying 
we  would  like  you  to  manage  our  money  for  us.  So  this  local  exper- 
tise is  important,  as  is  the  commitment  to  democratic  reform  and 
economic  reform. 

Mr.  Gejdenson.  I  am  not  arguing  against  Albania,  because  I 
think  it  would  have  been  terrific  if  you  could  go  there.  But  why  do 
you  pick  Albania  over  a  democratic  African  country? 

Mr.  Johnson.  In  my  case  it  is  not  a  choice  that  I  have.  The  funds 
that  I  have  are  SEED  funds  that  are  appropriated  for  my  region. 
I  would  say  one  other  thing  with  regard  to  small  countries,  we  are 
also  looking  at  a  hybridized  version.  Rather  than  simply  creating 
an  Enterprise  Fund,  we  might  look  at  small  enterprise  activity  that 
others,  the  European  Community,  have  under  way  to  see  whether 
there  is  any  way  of  joining  forces  and  thereby  also  reducing  the 
overhead  costs  and  also  making  available  the  capital  to  a  smaller 
enterprise. 

Mr.  Gejdenson.  The  money  that  you  received  from  SEED,  came 
from  the  DOD  budget? 

Mr.  Johnson.  No,  sir.  That  has  been  a  separate  appropriation 
each  year.  There  have  been  other  funds  in  the  case  of  the  former 
Soviet  Union  that  have  come  from  that  budget,  but  in  my  case,  I 
am  directly  responsible  for  Eastern  Europe.  That  is  a  separate 

Mr.  Gejdenson.  That  is  only  the  former  Soviet  Union  that  re- 
ceived DOD  funds? 

Mr.  Johnson.  Yes. 

Mr.  Gejdenson.  And  your  funds  came  from? 

Mr.  Johnson.  A  separate  appropriation,  the  support  for  Eastern 
European  democracy.  This  year  it  was  $390  million. 

Mr.  Gejdenson.  But  did  that  come  from  former  DOD  dollars 
being  shifted? 

Mr.  Johnson.  I  don't  think  so,  sir. 

Ms.  Lancaster.  No,  this  is  a  150  account,  foreign  assistance 
money. 

Mr.  Gejdenson.  So,  basically  there  is  nobody  in  your  shop  at 
this  point  that  is  in  charge  of  Africa? 

Mr.  Johnson.  No,  sir.  We  have  our  hands  full  quite  frankly  deal- 
ing with  central  and  Eastern  Europe. 
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Mr.  Gejdenson.  Have  any  of  you  looked  at  the  situation  with  the 
cost  of  running  the  bureaucracy  for  an  Africa  setup? 

Ms.  Lancaster.  You  are  asking  about  what  the  operating  cost  of 
such  a  fund  would  be?  We  haven't  gotten  that  far  in  our  examina- 
tion of  the  idea  of  a  southern  Africa  enterprise  fund.  Other  out- 
standing questions  are:  What  size  the  fund  would  it  be?  How  would 
we  create  the  management  and  the  governance  of  the  fund?  Would 
we  model  it  on  the  board  of  directors  being  appointed  in  part  by 
the  White  House  and  also  including  local  detectors? 

There  are  a  whole  host  of  questions  that  we  haven't  had  a  chance 
to  explore. 

Mr.  Gejdenson.  Mr.  Wynn. 

Mr.  Wynn.  Thank  you,  Mr.  Chairman.  I  apologize  for  being  late. 
We  did  have  some  votes  going  on. 

First  of  all,  other  than  OPIC,  what  other  source  of  funds  have 
been  considered?  What  other  options  do  you  see  for  funding  such 
a  program? 

Ms.  Lancaster.  There  are  several  alternatives  here  and  they  are 
not  mutually  exclusive.  One  would  be  using  foreign  assistance  mon- 
eys, or,  if  you  like,  a  grant  to  a  fund  that  would  then  disperse  those 
moneys  to  loan  to  private  entrepreneurs  as  has  been  done  in  the 
Eastern  European  funds. 

The  Africa  Growth  Fund  that  my  colleague.  Ambassador  Moose 
described  is  another  alternative.  It  is  a  fund  where  USAID  pro- 
vided some  of  the  startup  costs  to  finance  the  staff  and  then  the 
staff  went  out  and  attracted  the  capital. 

Mr.  Wynn.  Would  you  envision  a  fund  parallel  to  that  or  adding 
on  to  the  existing  fund? 

Ms.  Lancaster.  What  I  think  we  are  talking  about  here  is  an 
Enterprise  Fund  for  Southern  Africa.  That  would  be  different  from 
the  Africa  Growth  Fund.  And  at  least  preliminary  thinking  on  this 
is  that  it  would  be  financed  from  USAID  moneys  initially. 

Mr.  Wynn.  Which  brings  me  actually  to  the  second  question  I 
had,  which  was  would  you  advocate  a  single  country  fund,  a  re- 
gional fund  or  a  continent  wide  fund? 

Ms.  Lancaster.  What  we  are  talking  about  for  exploration  pur- 
poses would  be  a  fund  for  the  region,  southern  AJfrican  region, 
roughly  11  countries.  I  would  be  a  little  fearful  fo^  having  a  fund 
for  all  of  Africa  because  we  are  dealing  with  so  many  countries  and 
so  much  diversity. 

For  one  country,  I  think  that  one  would  have  to  look  at  that  very 
carefully  in  the  African  context  because  so  many  of  the  countries 
are  so  small  and  markets  are  small,  and  one  of  the  advantage  of 
having  a  number  of  countries  in  a  fund  would  be  a  certain  amount 
of  risk  diversification. 

Mr.  Wynn.  Other  than  the  geographical  proximity  within  the  re- 
gion, would  you  foresee  any  other  criteria  for  our  participation  in 
such  a  fund,  progress  toward  democracy,  certain  democratic  institu- 
tions, any  such  considerations  other  than  geographic  proximity? 

Ms.  Lancaster.  We  haven't  gotten  that  far  in  our  look  at  this 
at  all.  My  preliminary  thought  is  if  you  are  going  to  create  a  fund 
for  a  region,  the  fund  is  going  to  have  a  measure  of  independence 
and  the  board  of  directors  would  have  some  say  about  lending. 
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You  could  certainly  create  any  number  of  conditions  of  lending, 
but  the  more  conditions  you  created,  fewer  loans  you  might  be 
making. 

Mr.  Wynn.  So  more  loans  in  one  or  two  countries  conceivably? 

Ms.  Lancaster.  You  could  do  that  as  well. 

Mr.  Wynn.  What  about  in  terms  of  oversight,  one  of  the  problems 
that  you  have  with  these  funds  is  that  if  there  is  a  financial  error 
or  mismanagement  it  casts  a  bad  light  on  the  entire  concept.  I  am 
concerned  that  we  start  out  having  this  fund  managed  properly. 
What  type  of  oversight  would  you  view  as  appropriate  for  such  a 
fund? 

Ms.  Lancaster.  We  have  had  a  few  problems  of  that  kind  with 
the  Eastern  European  funds.  We  would  have  to  certainly  explore 
that.  But  there  is  an  opportunity  to  write  in  the  grant  proposal  be- 
tween the  U.S.  Government  and  the  fund  whatever  restrictions  we 
want  on  what  kind  of  operations  the  fund  might  engage  in,  for  ex- 
ample, caps  on  salaries,  or  for  example,  limitations  on  the  use  of 
technical  assistance.  These  are  some  of  the  characteristics  of  the 
most  recent  Russia  fund  which  was  trying  to  deal  with  the  prob- 
lems that  had  cropped  up  in  some  of  the  Eastern  European  funds. 
One  would  also  have  to  be  careful  in  the  selection  of  the  board  of 
directors.  I  think  the  issue  is  still  on  the  table  as  to  how  one  bal- 
ances the  independence  of  such  funds  in  responding  to  the  needs 
of  the  private  sector  with  being  accountable  to  the  American  public 
because  these  monies  would  come  from  the  U.S.  Grovernment. 

I  think  this  is  all  to  be  worked  out  but  I  think  one  would  have 
to  be  very  careful  on  these  issues. 

Mr.  Wynn.  One  final  question.  I  understand  that  you  are  in  a 
very  preliminary  stage.  What  do  you  see  as  the  next  step  in  the 
process.  How  do  we  move  from  this  hearing  to  a  more  action  ori- 
ented agenda? 

Ms.  Lancaster.  We  would  like  to  have  our  staff  at  USAID  take 
a  very  close  look  at  this  proposal,  both  the  pros  and  the  cons  as 
it  would  apply  to  southern  Africa.  We  need  to  do  that  kind  of  explo- 
ration. We  need  to  do  it  together  with  our  colleagues  in  the  State 
Department,  and  then  decide  whether  this  would,  in  fact,  make 
sense,  and  fill  a  real  need  in  the  region  and  be  able  to  function  ef- 
fectively. So  I  think  that  we  need  to  do  our  home  work  within  the 
government  on  this. 

I  hope  we  will  be  able  to  do  a  fair  amount  of  that  in  the  next 
month  or  so. 

Mr.  Wynn.  Then  you  would  come  back  to  us  with  recommenda- 
tions or  thoughts  and  analysis? 

Ms.  Lancaster.  Absolutely. 

Mr.  Wynn.  Within  a  month  or  two. 

Ms.  Lancaster.  Certainly.  That  would  be  one  way  of  forcing  the 
issues,  too. 

Ms.  McKiNNEY  [presiding].  I  think  our  subcommittee  chair  has 
some  additional  questions. 

Mr.  Gejdenson.  How  do  you  pick  the  boards  for  these  funds? 

Mr.  Johnson.  The  boards  are  chosen  in  a  process  that  involves 
the  agencies  of  government,  the  executive  branch,  AID,  State, 
Treasury,  others  who  are  involved  in  setting  policy  with  regard  to 
our  economic  relationship  with  the  region.  We  come  up  with  a  list, 
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essentially,  of  candidates  based  on  professional  qualifications,  typi- 
cally people  whom  we  have  sought,  including  people  in  the  finan- 
cial world,  people  in  manufacturing,  some  in  agriculture,  so  that 
they  would  be  able  to  cover  the  range  of  economic  issues  that  the 
funds  would  face. 

There  is  also  a  White  House  dimension  in  the  sense  that  the 
White  House  Personnel  Office  has  a  role  in  the  selection  of  these 
candidates  because  in  the  end  the  boards  are  designated  by  the 
President.  They  are  not  Presidential  appointees,  but  they  are  des- 
ignated by  the  President  and  it  is  important  that  they  be  seen  to 
enjoy  the  support  of  the  White  House. 

Mr.  Gejdenson.  Has  there  been  a  lack  of  oversight  on  the  work- 
ings of  the  boards  in  Europe? 

Mr.  Johnson.  I  don't  think  so.  Dr.  Lancaster  has  well  outlined 
the  tradeoff  between  giving  the  boards  the  independence  which  was 
sought  because  they  were  to  operate  flexibly  and  as  entrepreneurs 
bringing  their  private  sector  skills  to  bear,  with  on  the  other  hand 
a  sense  of  accountability. 

How  do  we  make  them  accountable  for  public  funds?  They 
have — in  fact  they  are  subject  to  AID  and  GAO  audits.  The  prob- 
lems that  we  have  had  to  date  have  not  involved  financial  malfea- 
sance, but  errors  in  judgment,  political  errors  in  judgment. 

We  are  rewriting,  as  Dr.  Lancaster  has  said,  the  grant  agree- 
ments between  ourselves  and  the  funds  to  make  clearer  to  them 
what  our  expectations  are  in  terms  of  their  public  policy  obligations 
as  well. 

Mr.  Gejdenson.  Thank  you. 

Ms.  McKiNNEY.  Mr.  Moose,  I  was  not  able  to  decipher  from  your 
testimony  if  you  are  a  proponent  of  this  idea.  Could  you  be  a  little 
clearer  for  me? 

Mr.  Moose.  I  am  a  proponent  of  this  idea,  but  I  do  think  that 
Dr.  Lancaster  has  identified  a  number  of  issues  which  we  need  to 
address  to  ensure  that  in  fact  this  is  the  most  propitious  instru- 
ment to  be  using  to  promote  private  sector  development  in  Africa. 

I  agree  with  her  that  there  is  an  opportunity  right  now  in  south- 
ern Africa  in  particular,  to  test  the  proposition  of  whether  this  is 
the  right  instrument.  There  are  a  number  of  things  that  are  hap- 
pening, we  are  conscious  of  the  changes  that  are  taking  place  in 
South  Africa,  but  if  you  look  at  the  region  as  a  whole,  we  have  a 
major  reforming  governments  or  well-established  reformed  govern- 
ments in  a  number  of  countries  throughout  the  region,  Zimbabwe, 
Zambia,  Namibia,  but  reforms  takes — I  would  cite  Malawi — and 
one  of  the  things  from  the  policy  point  of  view  that  we  would  like 
to  be  able  to  do  is  demonstrate  that  there  is  a  response  to  these 
reforms.  That  is  to  say  that  for  those  governments  that  are  seri- 
ously undertaking  major  political  and  economic  reform. 

There  is  a  kind  of  incentive  and  a  kind  of  reward  for  it.  So  ves, 
there  is  an  opportunity  to  see,  in  addition  to  the  other  kinds  or  ac- 
tivities that  we  have  envisaged  for  the  region,  can  add  to  these 
kinds  of  incentives  for  reform. 

There  is  another  reason  that  Dr.  Lancaster  alluded  to  in  her 
original  testimony.  We  are  concerned  about  what  the  new  South 
Africa  will  mean  in  relation  to  its  relationships  with  its  neighbors 
and  it  seems  that  in  that  situation  it  would  be  useful  to  have  re- 
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gional  mechanisms  which  draw  the  member  states  of  the  region 
into  more  cooperative  relationships. 

On  the  positive  side,  if  that  happens,  I  think  there  is  a  tremen- 
dous opportunity  to  create  within  the  southern  African  region  an 
economic  entity  which  can  generate  significant  development  pros- 
pects for  throughout  the  region.  That  is  clearly  a  benefit  for  the  re- 
gion, and  I  think  it  is  also  a  benefit  for  us  and  other  trading  na- 
tions because  it  does  create  new  trading  opportunities  and  possi- 
bilities. 

So,  yes  I  think  the  experience  we  have  had  elsewhere,  and  I 
want  to  emphasize  again,  we  have  been  doing  things  to  develop  the 
private  sector  in  Africa.  It  is  not  the  Enterprise  Fund,  but  there 
are  variations  on  the  same  thing  and  we  have  done  that  in  terms 
of  supporting  the  development  of  small  and  medium  enterprises  in 
individual  countries. 

We  talked  about  the  OPIC  Africa  Growth  Fund  and  they  are  in- 
terested in  moving  to  either  a  new  fund  or  an  expansion  of  the  ex- 
isting fund.  So  there  are  things  that  are  taking  place.  There  is  the 
IFC  experience  and  we  forgot  to  mention  the  African  Development 
Bank,  so  we  have  contributed  to  that  mechanism.  But  given  the 
fact  that  over  the  last  several  years  we  have  seen  significant 
progress  in  Africa  in  terms  of  economic  and  political  reform,  it  cre- 
ates a  new  set  of  circumstances  and  in  that  new  set  of  cir- 
cumstances it  is  appropriate  that  we  look  at  things  like  Enterprise 
Funds  to  respond  to  those  needs. 

Ms.  McKiNNEY.  Additionally,  according  to  the  two  criteria  that 
you  outlined  in  your  testimony,  how  much  do  you  think  a  fund  for 
southern  Africa  would  require? 

Mr.  Moose.  There  you  are  testing  me  to  my  limits  because,  num- 
ber one,  I  am  not  really  the  economic  expert  here.  And  secondly, 
I  do  think  that  we — as  Dr.  Lancaster  indicated — we  need  to  do 
some  home  work  here  and  bring  together  the  expertise  of  our  peo- 
ple in  the  region  and  then  perhaps  have  an  opportunity  to  come 
back  to  you  and  address  that  question. 

Ms.  McKlNNEY.  Thank  you.  Are  there  other  questions? 

Representative  Payne. 

Mr.  Payne.  Yes.  Thank  you  very  much. 

Dr.  Lancaster,  you  mentioned  in  your  testimony,  and  I  wasn't 
here,  that,  there  is  the  capital  funding  in  the  Tanzania  Capital 
Fund.  How  are  they  funded?  How  have  they  been  working  and 
what  sort  of  things  have  they  gotten  into? 

Ms.  Lancaster.  These  are  funds  where  some  of  the  operating 
costs  have  been  financed  at  USAID,  but  the  objective  is  to  raise 
private  capital  that  would  then  be  invested  through  these  funds.  So 
these  are  not  exactly  like  the  model  of  the  Enterprise  Funds. 

These  funds  are  basically  still  in  the  process  of  raising  their  cap- 
ital. 

Mr.  Payne.  When  you  talk  about  Southern  Africa  Enterprise 
Funds,  what  do  you  include  in  southern  Africa,  more  or  less? 

Ms.  Lancaster.  This,  of  course,  is  another  question  we  can  work 
out,  but  I  was  thinking  notionally  of  the  11  countries  that  are  in 
the  region  from  Zambia  down  through  South  Africa,  from  Angola 
east  to  Mozambique,  Malawi,  Tanzania,  Zimbabwe,  the  BLS  coun- 
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tries,  and  Namibia.  These  are  roughly  the  same  countries  which 
are  members  of  SADC. 

Mr.  Payne.  I  think  personally  it  would  be  a  step  in  the  right  di- 
rection. I  personally  believe  that  if  there  can  be  true  stabilization 
in  Africa  in  general,  if  the  sort  of  troubled  spots  could  be  smoothed 
over,  the  Mozambique  and  elections  held  in  Liberia  move  along  in 
their  process  and  come  to  a  resolution  in  Zaire  and  some  of  the 
other — Angola  and  some  of  the  other  places  where  there  are  prob- 
lems that  if  we  can  get  into  a  period  of  4  or  5  years  of  sustainable, 
nonconflict — I  will  put  it  that  way, — that  I  think  there  would  be 
tremendous  opportunities  for  these  funds  as  we  are  restructuring — 
you  know,  as  the  governments  are  restructuring  and  an  oppor- 
tunity to  move  into  some  stable  sustainable  gradual  growth. 

I  think  that  is  even  in  the  United  States'  interest,  looking  for  a 
way  to  reduce  the  balance  of  trade  deficit.  I  think  the  ideal  place 
in  my  mind  would  be  Africa  for  a  possibility  for  tremendous  growth 
in  trade.  I  helped  the  administration  to  really  do  a  study  of  the  po- 
tential, because  I  think  that  Africa  is  the  sleeping  giant  and  could 
possibly  start  with  a  period  of  noncombat,  could  be  possibly  start 
a  real  economic  revolution  where  this  gradual  improvement  in  the 
standard  of  living,  thereby  giving  people  the  opportunity  to 
consume  more  and  get,  I  think,  the  products  that  the  United  States 
makes,  heavy  machinery,  technology  and  so  forth,  that  it  would  be 
an  ideal  marketplace. 

So  in  addition,  I  look  at  it  not  so  in  much  a  benevolent  sense, 
but  I  look  at  it  in  an  economic  sense  that  if  we  are  not  getting  into 
Europe  and  we  are  not  getting  into  Asia,  we  might  as  well  go  for 
Africa.  So  if  you  could  get  the  word  across,  then  I  think  it  is  in  our 
economic  interest,  then  maybe  people  in  the  United  States  would 
get  interested. 

Thank  you. 

Ms.  McKlNNEY.  Thank  you.  Congressman  Payne. 

Mr.  Wynn,  do  have  you  any  additional  questions? 

Ms.  McKiNNEY.  No,  Madam  Chair. 

Well,  thank  you  very  much. 

We  will  now  have  panel  Nos.  2  and  3  come  forward:  Robert  S. 
Browne,  Esom  Alintah,  and  Hubert  S.  Shaiyen. 

Mr.  Browne,  we  are  ready  to  proceed. 

STATEMENT  OF  ROBERT  S.  BROWNE,  RESIDENT  SCHOLAR, 
AFRICAN  STUDIES  PROGRAM,  HOWARD  UNIVERSITY 

Mr.  Browne.  Thank  you  very  much,  Madam  Chairman. 

First  I  want  to  thank  these  two  subcommittees  for  having  this 
hearing.  I  am  sorry  Mr.  Gejdenson  isn't  here  because  I  wanted  to 
compliment  him  on  the  strength  of  his  opening  statement  which  I 
felt  was  very  encouraging. 

I  would  like  to  start  out  with  a  personal  statement  of  how  I  first 
became  interested  in  this  particular  topic.  In  1989  when  the  SEED 
legislation  was  in  process,  I  used  to  be  the  Staff  Director  for  the 
International  Subcommittee  of  the  House  Banking  Committee.  This 
legislation  had  to  be  referred  to  the  Banking  Committee  for  joint 
jurisdiction  and  it  came  to  my  subcommittee  for  approval. 

When  I  read  about  this — because  at  that  time  it  was  only  the 
Polish  and  the  Hungarian  funds  that  were  included  in  the  legisla- 
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tion — I  wrote  on  the  side  of  it:  Why  not  for  Africa?  So  it  is  very 
gratifying  for  me  to  see  that  several  years  later  we  are  at  least 
talking  about  it. 

You  may  think,  why  didn't  I  try  to  do  it  then?  But  the  fact  of 
the  matter  was  the  mood  on  the  Hill  and  in  the  country  at  the  time 
I  didn't  think  was  propitious.  The  Berlin  Wall  had  just  fallen  and 
all  the  interest  was  on  Eastern  Europe  and  it  didn't  seem  like  a 
feasible  time  to  do  it,  but  I  think  that  that  time  has  long  since 
passed. 

I  sat  here  listening  to  Carol  Lancaster  and  she  said  some  of  the 
same  things  that  I  am  going  to  say.  I  am  afraid  that  some  people 
may  think  that  we  got  together  on  this.  But  I  arrived  at  my  ideas 
independently,  but  it  is  interesting  that  we  have  come  to  some  of 
the  same  conclusions,  though  certainly  not  all. 

Despite  the  scarcity  of  budgetary  funds  available  for  assisting  in 
meeting  the  massive  needs  of  the  developing  countries,  I  feel  that 
the  creation  of  a  major  venture  capital  fund  for  Africa  is  a  priority. 
External  capital  is  sine  qua  non  for  economic  development  to  take 
place  in  Africa. 

Public  moneys  are  drying  up,  as  one  of  the  earlier  speakers  said, 
and  Africa  is  already  burdened  by  excessive  debt  so  that  equity 
money  is  absolutely  what  is  called  for.  The  Enterprise  Fund  model 
is  suitable  to  the  African  conditions.  It  is  a  readily  adaptable 
model.  Obviously  from  what  the  administration  speakers  were  say- 
ing, it  will  undergo  some  modification.  It  did  for  Russia  and  prob- 
ably will  for  some  of  the  others  and  would  have  to  be  for  the  Afri- 
can situation  also. 

But  if  the  basic  thrust  of  the  model  remains,  I  think  it  would  be 
an  excellent  opportunity  for  Africa  to  have  access  to  some  funds, 
and  it  would  capitalize  Doth  U.S.  and  American  investors  in  a  way 
that  has  not  been  possible  here  before. 

In  the  opinion  of  person  who  carefully  monitors  such  matters,  the 
previous  efforts  all  met  with  some  success,  have  been  inadequate 
to  achieve  sustainability  and  have  otherwise  been  flawed.  Among 
the  deficiencies  is  that  they  have  relied  too  heavily  on  expatriate 
consultants  and  administrators  who  cost  a  great  deal  but  who  are 
not  connected  to  the  societies  in  which  they  are  operating. 

The  Enterprise  Fund  model  is  flexible  enough  to  present  a  devel- 
opment of  innovative,  bicultural  and  multicultural  funding  ar- 
rangements and  can  be  tailored  to  the  local  situation.  I  am  not 
speaking  of  Africa  in  its  entirety,  but  country  by  country  it  can  be 
tailored  oecause  every  country  in  Africa  is  not  exactly  the  same. 

The  size  of  the  Enterprise  Funds  offers  hope  that  they  can  be- 
come self-sustaining,  whereas  the  major  U.S.  venture  capital,  the 
Africa  Growth  Fund,  is  a  very  small  fund.  It  was  funded  at  $1.4 
million,  but  it  did  have  a  $20  million  call  down  on  OPIC.  As  I  un- 
derstand it,  it  is  struggling  to  survive  now  and  may  have  to  sell 
off  some  of  its  investments  to  keep  its  administrative  costs  covered. 

It  is  true  that  much  of  Africa's  economic  backwardness  is  due  to 
its  own  policies.  Africa  has  overutilized  its  public  and  underutilized 
its  private  sectors. 

One  of  the  principal  reasons  this  has  been  the  case  is  the  relative 
scarcity  of  investment  capital  within  African's  hands.  There  is  an 
understandable  reluctance  on  the  part  of  Africans  to  allow  non-Af- 
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rican  capital  to  gain  too  strong  a  hold  over  the  local  economies. 
After  all,  that  is  certainly  contrary  to  what  the  last  25  years  have 
been  all  about. 

African-owned  investment  capital  is  scarce,  but  it  is  by  no  means 
nonexistent.  Two  release  its  power,  however,  it  has  to  attract  for- 
eign investors.  A  number  of  changes  are  required.  Some  of  them 
are  in  place  now.  African  governments  must  drastically  reduce 
their  bureaucratic  requirements  and  ensure  that  business  regula- 
tions are  clearly  articulated.  Grand  and  petty  corruption  must  re- 
sisted exposed  and  punished. 

What  is  currently  termed  a  favorable  investment  climate  must  be 
created.  But  beyond  this,  a  viable  market  size  needs  to  be  offered 
to  potential  investors  which  means  that  the  narrow  political  bound- 
aries bound  by  the  Berlin  Conference  of  1872  must  not  be  treated 
as  walls  through  which  capital,  labor  and  products  can  pass  only 
with  difficulty. 

In  some  places,  diverse  efforts  have  been  made  to  abolish  these 
intra-African  models.  The  PTA,  Preferential  Trade  Authority,  has 
issued  African  travelers  checks  so  that  Africans  traveling  in  those 
member  countries  can  use  these  travelers  checks  and  don't  have  to 
exchange  moneys.  That  is  a  giant  step  forward.  That  is  regional  in- 
tegration. African  leadership  claims  to  be  very  committed  to  this 
now. 

The  Enterprise  Fund  I  feel  is  particularly  well  suited  for  encour- 
aging and  complementing  the  liberalizing  steps  being  taken  by  the 
Africans.  A  well-funded  entity  which  is  jointly  administered  by 
carefully  chosen  Africans  and  Americans  and  which  has  the  func- 
tional flexibility  which  the  Enterprise  Fund  format  offers  to  sub- 
stantial— it  has  the  potential  to  both  leverage  governments  to  con- 
tinue the  creation  of  more  inviting  investment  climates  and  to  le- 
verage indigenous  capital  by  offering  a  strong  foreign  partnership 
on  mutually  acceptable  terms. 

There  are,  of  course,  problems  in  transferring  the  Enterprise 
Fund  model  from  Eastern  Europe  to  Africa,  particularly  as  it  re- 
lates to  the  matter  of  size.  Funded  as  the  Congress'  initial  response 
to  the  economic  and  political  liberalization  of  the  Eastern  Europe, 
the  Polish  and  Hungarian  Enterprise  Funds  were  launched  with 
the  generosity  difficult  to  duplicate  for  Africa. 

The  Polish  Enterprise  Fund  was  authorized  at  $240  million  for 
a  country  of  slightly  less  than  40  million  people.  Sub-Saharan  Afri- 
ca with  roughly  10  times  the  population  of  Poland  is  not  likely  to 
be  granted  10  times  the  amount  authorized  for  Poland,  $2.4  billion. 

Africa  should  be  counted  fortunate  if  it  received  the  same 
amount  than  Poland  received.  I  am  not  saying  that  I  like  that.  I 
am  just  saying  what  the  reality  seems  to  be  in  this  country  at  this 
moment.  Africa  is  an  extremely  heterogeneous  continent. 

It  is  my  feeling  that  a  single  Enterprise  Fund  covering  the  entire 
continent  would  be  unwieldy  and  expensive  to  administer  effec- 
tively. On  the  other  hand,  the  Eastern  European  model  of  an  En- 
terprise Fund  for  each  country  is  equally  unsuitable  to  the  African 
situation  because  Africa  has  so  many  countries  that  are  so  tiny 
that  they  would  not  viably  be  able  to  support  such  a  fund. 

The  preferable  alternative  is  to  create  several  Enterprise  Funds, 
each  covering  a  separate  section  of  the  continent.  They  would  co- 
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operate  with  the  several  subregional  entities  no  now  active  in  sub- 
Saharan  Africa.  Notably  the  PTA,  the  Southern  African  Develop- 
ment Community,  SADC,  covering  10  or  11  states  in  South  Africa, 
the  Economic  Community  of  West  African  States,  and  the  Eco- 
nomic Community  of  Central  African  States,  ECCAS  in  the  Central 
African  States. 

Although  the  overall  performance  of  these  regional  integration  ef- 
forts has  been  mixed,  some  of  them  are  making  significant  strides, 
particularly  in  the  introduction  of  nontariff  barriers  to  trade  among 
themselves. 

The  PTA  has  made  the  most  progress  and  they  have  established 
a  clearinghouse.  West  Africa  has  also,  but  the  PTA  is  dealing  with 
much  higher  numbers.  This  enables  the  African  countries  to  trade 
with  one  another  without  having  to  have  hard  currency. 

Every  6  days,  whatever  the  balance  is,  that  is  cleared  by  hard 
currency.  But  this  idea  of  Africans  having  to  trade  with  one  an- 
other in  hard  currency  has  been  one  of  the  major  obstacles  of  Afri- 
cans having  trade  among  themselves.  Certainly  the  Africans  think- 
ing about  how  they  are  going  to  develop  these  days  is  moving  to- 
ward development  for  intra-African  trade. 

It  seems  to  me  that  having  a  subregional  venture  capital  com- 
pany working  alongside  would  provide  a  great  deal  of  synergistic 
benefit. 

Now,  a  practical  way  in  which  this  issue  of  geographical  scope 
might  be  approached  would  be  to  authorize  initially  a  single  Enter- 
prise Fund  as  a  pilot  project,  but  with  a  clear  commitment  to  cre- 
ate other  regional  Enterprise  Funds  in  a  very  reasonable  time 
afterwards.  It  would  be  nice  to  do  several  at  once,  but  with  the  po- 
litical realities  I  would  say  that  is  not  possible.  But  start  with  one 
project  and  with  the  commitment  that  the  rest  of  Africa  would  be 
covered  with  other  funds  slightly  thereafter. 

But  there  is  always  the  question  of  choice  that  rears  its  head  and 
it  becomes  agonizing  if  you  are  going  to  choose  one  region,  in  which 
region  would  you  be  best  advised  to  move  ahead.  While  I  think 
good  cases  can  be  made  for  all  four  of  the  regions  that  I  mentions, 
eastern,  western,  central,  and  southern,  in  my  opinion,  southern 
Africa  probably  offers  the  most  promising  region  for  such  a  project, 
assuming  that  Africa  has  ended  its  destabilization  properties  be- 
cause it  seems  to  be  the  most  politically  stable. 

Linguistically  it  is  the  most  homogeneous.  Only  English  and  Por- 
tuguese are  the  official  languages.  It  is  probably  the  region  with 
the  most  friendly  investment  climate.  Perhaps  most  important,  it 
is  the  region  that  has  moved  furthest  in  the  question  of  regional 
integration. 

To  identify  what  I  am  talking  about  when  I  speak  of  southern 
Africa,  that  question  was  addressed  to  one  of  the  earlier  panelists, 
to  say  going  through  listing  each  country  I  would  agree  that  the 
countries  of  SADC  would  be  more  or  less  the  countries  I  have  in 
mind,  but  I  am  not  speaking  of  SADC  or  this  fund  being  any  way 
linked  to  SADC  other  than  it  would  cover  those  10  or  11  countries 
from  Tanzania  swinging  down  to  Angola  to  the  central  western 
part  of  the  continent. 

I  would  also  envision  that  adjacent  nonmember  states  would  be 
able  to  participate  as  part  of  a  regional  project.  By  that  I  mean 
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that,  for  example,  Zaire  is  not  in  that  group,  but  Zambia  and  An- 
gola and  Zaire  if  they  wanted  to  do  a  project,  a  regional  manufac- 
turing operation  or  whatever  it  might  be,  that  would  be 
multicountry,  it  would  be  possibly  to  include  adjacent  countries 
that  are  not  covered  by  this  Enterprise  Fund  as  long  as  they  are 
adjacent  to  the  countries  that  are.  It  would  be  regional. 

I  could  see  that  some  Enterprise  Fund  would  co-invest  and  lend 
to  local  development  banks  in  the  area.  The  PTA  has  a  government 
bank  in  Burundi,  that  is  not  in  the  region  that  I  have  in  mind,  but 
did  lend  to  the  countries  in  SADC  because  you  understand  that  all, 
but  one  of  the  SADC  countries  is  also  a  PTA  country. 

There  is  a  tremendous  overlap  between  those  two  regional  orga- 
nization. So  if  you  were  banking  at  the  PTA  bank  in  Burundi,  it 
can  lend  to  all  of  these  countries  but  Botswana  that  I  am  talking 
about.  It  is  regional  and  southern,  but  it  is  not  just  southern. 

A  few  comments  regarding  items  to  be  considered  in  constructing 
an  Enterprise  Fund  for  Southern  Africa.  Although  it  could  be  mod- 
eled after  the  Eastern  European  Enterprise  Funds,  we  have  prob- 
ably had  enough  experience  with  those  funds  so  that  this  model 
can  be  improved  upon,  as  well  as  tailored  to  the  specific  character- 
istics of  African  country. 

The  obvious  flaws  in  the  early  funds  can  be  corrected  as  was 
mentioned  by  placing  a  cap  for  example  on  the  salaries  of  execu- 
tives. I  understand  that  created  quite  a  crisis  in  one  of  the  Enter- 
prise Funds  where  exorbitant  salaries  were  paid.  I  don't  believe  in 
big  salaries.  I  am  one  of  the  old  generation  where  Franklin  Roo- 
sevelt said  that  I  have  never  met  a  man  worth  more  than  $25,000 
a  year. 

If  we  adjusted  this  for  inflation,  I  think  it  would  be  $150,000.  It 
has  nothing  to  do  with  executives  making  $2  million  and  $3  mil- 
lion. It  may  have  nothing  to  do  with  their  capabilities,  but  that  is 
their  salary. 

Ms.  McKlNNEY.  Mr.  Browne,  if  you  could  begin  to  summarize. 

Mr.  Browne.  Yes,  I  am  on  my  last  two  paragraphs  now. 

I  would  see  a  board  of  directors  of  nine  members,  not  a  large 
board  of  directors.  I  would  see  it  as  an  active  board  that  would 
monitor  these  projects  which  would  mean  they  would  probably  be 
expected  to  be  paid  a  stipend. 

Somebody  earlier  said  that  the  Africans  and  Americans  should  be 
familiar  with  business.  The  Americans  should  be  familiar  with 
southern  Africa.  I  think  a  substantial  number  of  Americans  should 
be  African-Americans.  Beyond  paying  the  board  members  a  sti- 
pend, I  think  this  the  fund  should  keep  its  operating  expenses  lean. 

I  think  the  headquarters  would  be  placed  in  the  region,  rather 
than  in  the  United  States.  I  think  the  headquarters  could  be  well 
placed  in  Harare  and  one  might  have  a  branch  office  in  Angola  and 
Mozambique  or  South  Africa.  The  chairman  of  the  board  would  be 
an  American  so  you  would  not  have  lost  the  focus  of  where  the  ulti- 
mate responsibility  lies.  But  I  think  that  most  of  the  board  should 
be  put  out  in  the  field  and  be  done  by  Africans. 

Well,  I  think  that  I  have  to  cutoff,  I  thought  I  only  had  two  para- 
graphs left,  but  I  have  five  or  six.  I  will  cutoff  there.  You  can  hit 
me  with  some  questions  later  on. 

Thank  you. 
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[The  prepared  statement  of  Mr.  Browne  appears  in  the  appen- 
dix.] 

Ms.  McKlNNEY.  Thank  you.  Mr.  Ahntah. 

STATEMENT  OF  ESOM  ALINTAH,  SECRETARY  GENERAL,  AFRI- 
CAN  BUSINESS  ROUND  TABLE  AND  CHAIRMAN,  FORTUNE 
GROUP 

Mr.  Alintah.  Thank  you. 

My  name  is  Esom  Alintah.  I  serve  as  Secretary  Greneral  of  the 
African  Business  Round  Table.  I  am  also  a  founder  of  Fortune 
Group,  a  company  that  has  its  headquarters  in  Nigeria,  but  has  in- 
vestment in  many  regions  of  the  continent. 

I  want  to  thank  you  for  inviting  us  to  testify  in  this  project.  My 
testimony  will  first  identify  the  African  Business  Round  Table  as 
the  only  one  of  its  type  in  the  continent  in  that  it  is  the  only  asso- 
ciation of  businessmen  that  encompasses  the  region,  the  PTA,  the 
SADC,  central  Africa,  and  hopefully  in  the  next  2  weeks,  South  Af- 
rica. 

Our  objectives  are  to  promote  the  private  sector  in  the  continent. 
To  do  this,  we  have  had  to  have  interactions  with  the  governments 
in  the  continent  and  also  interactions  with  people  abroad,  govern- 
ments abroad,  the  private  sector  abroad.  Some  of  our  conversations 
with  our  governments  have  not  been  very  cordial,  but  I  am  happy 
to  say  that  we  have  managed  to  achieve  quite  a  lot  in  the  few  years 
that  we  have  been  talking  with  them,  because  they  have  come  to 
realize  that  the  private  sector  must  be  allowed  the  enabling  envi- 
ronment to  operate. 

Our  success  has  also  been  quite  noticeable  in  the  United  States 
to  the  point  where  the  U.S.  Government  has,  through  USAID, 
funded  an  office  for  us  here  in  Washington.  I  want  to  place  on  the 
record  our  appreciation  and  thanks  for  that  gesture. 

The  Enterprise  Fund,  we  are  talking  about,  frankly  is  an  idea 
that  is  overdue.  You  will  hear  of  all  sorts  of  funds  that  have  been 
set  up  for  Africa.  This  is  the  first  time  in  my  memory  in  which  con- 
structively the  African  private  sector  is  being  consulted.  Normally 
these  things  are  set  up  between  governments  or  government  agen- 
cies and  your  government  agencies.  The  private  sector  did  not  mat- 
ter. Now  we  do,  because  the  burden  of  running  the  economies  of 
these  countries  has  crippled  our  governments,  and  now  they  have 
come  to  the  fore. 

We  try  to  invest  not  by  making  advertisements,  but  by  showing 
clearly  that  there  are  people  in  Africa  who  are  successes  in  their 
own  right.  Who  have  conducted  business  and  done  so  successfully. 
Because  nobody  is  going  to  invest  in  Africa  unless  the  African  in- 
vests in  Africa.  So  we 

Ms.  McKiNNEY.  We  are  being  called  for  a  vote,  so  I  am  going  to 
ask  you  to  please  abbreviate  your  testimony,  so  that  we  can  per- 
haps get  both  of  you  in  before  we  have  to  leave. 

Mr.  Alintah.  Thank  you,  Madam  Chairman.  Then  I  better  go 
straight  to  the  questions  that  you  asked  in  the  paper  that  you  sent 
out  to  us.  That  is:  Is  there  any  need  for  the  fund? 

We  say,  yes,  there  is  a  great  need  for  it,  an  urgent  need  for  it 
because  the  African  private  sector  needs  the  fund.  One  of  the  most 
lacking  things  in  entrepreneurship  in  Africa  is  capital. 
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You  asked  should  it  be  regional  or  should  it  be  set  up  in  one 
place  or  the  other?  The  African  Business  Round  Table  representing 
the  whole  continent  really  should  not  bother  where  you  set  it  up. 
If  we  could  come  all  this  way  to  ask  you  for  money,  we  will  walk 
anywhere  in  Africa  to  get  it.  But  our  recommendation  is  that  there 
is  a  model. 

You  should  set  the  headquarters  in  Africa  and  it  should  be  one 
fund  because  the  private  sector  development  bank  is  today  han- 
dling $200  million  for  the  whole  continent  and  the  administrative 
costs  are  not  that  much. 

Then  you  asked  the  question,  should  it  be  modeled  after  the 
Hungarian  and  the  East  Bloc  countries  ones?  My  answer  is  this: 
yes  and  no.  Yes,  in  the  money.  Give  us  the  money  that  you  have 
given  them.  No,  because  we  have  been  countries  for  a  long  time. 

We  have  the  infrastructure.  We  have  the  mentality.  We  have  the 
entrepreneurs.  We  have  the  markets.  So  why  do  you  want  to  com- 
pare us  to  them?  They  haven't  even  started. 

We  are  not  afraid  of  them,  by  the  way,  because  we  are  told,  "Oh, 
they  are  going  to  compete.  They  can't  compete.  In  fact,  the  more 
money  you  give  them,  the  more  chances  we  have  of  selling  our 
goods  to  them. 

Then  you  asked  are  there  any  regulations  that  can  be  made — 
rather,  you  said,  how  much  could  it  be?  We  would  suggest  $300 
million  over  3  years,  plus — plus — plus  I  would  say  overhead  ad- 
visedly because  we  find  that  your  overhead,  the  overhead  with 
which  these  funds  operate — you  give  us  the  $300  million,  then  we 
can  discuss  the  overhead  separately,  because  every  time  I  get  into 
the  Concorde,  CIFC,  World  Bank,  IMF  people  sitting  next  to  me. 
I  don't  know  whose  money  they  are  spending.  So  these  people  who 
administer  this  fund  have  to  get  the  overhead  from  some  place  else. 
It  can't  be  from  this  fund. 

Finally  I  would  say,  since  the  time  is  so  short,  there  are  people 
who  would  genuinely  oppose  this  fund.  They  might  be  such  people. 
It  can't  be  for  the  meanness — because  they  are  mean.  It  isn't,  it  is 
just  because  they  have  not  understood  all  the  facts  involved.  It  is 
our  task  to  convince  them. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Alintah  appears  in  the  appen- 
dix.] 

Ms.  McKiNNEY.  Thank  you  very  much.  Mr.  Shaiyen. 

STATEMENT  OF  HUBERT  S.  SHAIYEN,  PRESIDENT,  ACCESS 
AFRICA  INTERNATIONAL,  INC. 

Mr.  Shaiyen.  I  will  delve  right  into  my  remarks. 

Distinguished  member  of  both  subcommittees,  thank  you  for  this 
opportunity  to  share  Access  Africa's  thoughts  on  the  Enterprise 
Fund  for  Africa.  I  would  like  to  submit  my  detailed  remarks  for  the 
record. 

Ms.  McKlNNEY.  Without  objection. 

Mr.  Shaiyen.  Thank  you. 

The  organization  I  represent,  Access  Africa  International,  is  a 
Washington,  D.C.-based  nonprofit  organization  which  evolved  at 
the  initiative  of  a  cross-section   of  African   and  American  profes- 
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sionals  and  entrepreneurs  who  saw  the  need  for  innovative  and 
pragmatic  solutions  to  Africa's  economic  development  challenges. 

Our  objective  is  to  promote  private  sector  development  in  Africa 
through  private  business  relations  between  the  United  States  and 
Africa. 

Distinguished  members,  sub-Saharan  Africa  is  in  the  midst  of 
unprecedented  change;  political,  economic,  and  social.  Politically, 
the  last  2  years  have  seen  a  large  number  of  countries  in  the  re- 
gion undergo  transitions  from  military  dictatorships  or  one  party 
states  into  multiparty,  democratically  elected  governments. 

Economically,  many  African  countries  have  undertaken  far- 
reaching  structural  changes  aimed  at  macroeconomic  reform.  They 
have  increasingly  liberalized  their  economies  to  give  the  private 
sector  a  prominent  role  as  the  engine  of  economic  growth,  and  have 
sought  to  make  their  economies  more  conducive  to  foreign  invest- 
ment. 

One  crucial  area  in  which  the  United  States  can  have  a  signifi- 
cant impact  is  in  the  development  of  Africa's  private  sector.  After 
decades  of  state  control,  the  governments  of  many  African  countries 
have  begun  to  withdraw  from  their  involvement  in  a  broad  range 
of  activities.  A  good  number  of  countries  have  developed  privatiza- 
tion programs  with  varying  degrees  of  success  and  have  encouraged 
local  and  foreign  investors  to  participate  in  the  divestment  of  state 
enterprises. 

So  why  should  the  United  States  establish  a  U.S.  Africa  Enter- 
prise Fund?  The  considerable  progress  made  by  several  African 
countries  in  developing  their  private  sectors  offers  the  United 
States  an  opportunity  to  make  an  important  and  lasting  contribu- 
tion to  the  region's  economic  development. 

By  providing  financial  support  to  the  private  sector  entities  in 
these  countries,  the  United  States  would  be  rewarding  the  reform 
efforts  while  also  demonstrating  its  continued  commitment  to  the 
region  and  lending  credibility  to  their  adjustment  programs. 

The  establishment  of  an  Enterprise  Fund  for  Africa  would  ex- 
pand U.S.  international  business  by  offering  U.S.  investors  the  op- 
portunity to  expand  activities  to  cover  an  area  hitherto  largely  un- 
known to  them.  Africa  remains  a  relatively  untapped  market  with 
huge  returns  on  investments  at  levels  unavailable  in  the  United 
States. 

I  would  reecho  Congressman  Payne's  remarks  about  the  oppor- 
tunity that  this  presents. 

I  would  now  suggest  some  features  we  would  like  to  see  reflected 
in  an  African  Enterprise  Fund. 

Unlike  Ambassador  Moose  and  Dr.  Lancaster,  we  do  not  believe 
that  the  fund  should  be  restricted  to  southern  Africa.  The  fund 
should  be  designed  to  cover  the  whole  sub-Saharan  African  region. 
Sub-Saharan  African  countries  generally  share  common  character- 
istics: undeveloped  capital  markets,  widespread  poverty,  limited  ca- 
pacities and  what  have  you. 

Here  is  how  we  visualize  the  structure:  The  African  Enterprise 
Fund  would  be  established  with  the  objective  of  contributing  to  the 
private  sector  development  in  Africa.  The  fund  would  be  a  private, 
tax-exempt  corporation  established  by  an  act  of  Congress  within  an 
independent  board  of  directors.  Over  the  years  the  fund  would  ob- 


24 

tain  funding  in  a  manner  of  marked  distinction  from  the  Hungar- 
ian-Polish model.  Unlike  the  Hungarian  model  whereas  it  wasn't 
until  the  third  year  of  its  operation,  that  was  it  began  to  seek  pri- 
vate sector  money.  We  air  on  the  side  of  starting  early  in  that  we 
hope  that  Congress  would  set  aside  the  necessary  seed  money  for 
the  Enterprise  Fund. 

The  fund  we  propose  would  operate  its  activities  through  four 
main  programs:  the  Portfolio  program;  the  equity  program;  the 
Loan  program  and  the  Capacity  Building  program;  again,  I  defer 
to  my  detailed  remarks  for  a  details  explanation  of  that.  We  believe 
that  the  main  principles  that  should  guide  the  establishment  and 
operation  of  the  U.S. -Africa  Enterprise  Fund  are  simplicity,  effi- 
ciency and  effectiveness. 

Bureaucratic  procedures  would  be  avoided  to  the  extent  possible 
with  an  emphasis  being  placed  more  on  function  and  effectiveness 
than  on  form  and  presentation. 

It  is  expected  that  a  fund  would  begin  to  make  equity  invest- 
ments and  loans  immediately  and  its  impact  would  be  felt  in  the 
short  to  medium  term.  The  funds  should  be  required  to  develop  a 
strategic  plan  for  encouraging  joint  ventures  between  U.S.  busi- 
nesses and  African  entrepreneurs.  This  is  particularly  important 
since  the  liberalization  of  the  African  economies  now  allow  for  100 
percent  foreign  investment  in  many  sectors  of  the  economy  and 
joint  venture  companies  could  make  advantage  of  viable  privatiza- 
tion opportunities  which  are  beginning  to  emerge. 

In  conclusion,  it  should  be  emphasized  that  promoting  private 
sector  development  in  Africa  is  not  just  an  ideological  necessity,  but 
it  is  sound  U.S.  policy  with  mutual  benefits  for  both  the  United 
States  and  Africa. 

A  growing  African  private  sector  providing  a  more  diverse  array 
of  products  and  services  and  is  a  more  formidable  source  for  devel- 
opment. 

For  African  governments  who  have  gradually  recognized  the  limi- 
tations of  public  sector  intervention,  the  enhanced  role  of  the  pri- 
vate sector  is  a  welcome  relief.  And  the  harsh  rhetoric  once  heard 
in  Africa  against  foreign  investment  is  being  i.e.  placed  by  a  deter- 
mined competition  for  the  capital,  technology  and  employment 
which  the  United  States  can  bring  to  the  region. 

Attitudes  and  policies  are  changing  rapidly  in  Africa.  There  is  a 
growing  recognition  that  given  the  proper  support  that  the  enter- 
prising energies  of  the  African  people  have  enormous  potential.  The 
U.S.  Government,  political  U.S.  investors,  African  governments, 
and  African  entrepreneurs  themselves  now  have  the  opportunity  to 
engage  a  powerful  engine  to  help  drive  Africa's  development  for- 
ward. It  is  an  opportunity  which  no  one  can  afford  to  ignore. 

Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Shaiyen  appears  in  the  appen- 
dix.] 

Ms.  McKiNNKY.  Thank  you  and  I  would  like  to  applaud  all  three 
of  you  for  wonderful  presentations.  I  appreciate  the  opportunity  of 
having  listened  to  you  and  now  we  must  go  and  cast  a  vote. 

Thank  you  very  much.  The  hearing  stands  adjourned. 

[Whereupon,  at  3:48  p.m.,  the  subcommittee  was  adjourned.] 
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TESTIMONY  OF  THE  HONORABLE  CAROL  LANCASTER 

DEPUTY  ADMINISTRATOR 
U.S.  AGENCY  FOR  INTERNATIONAL  DEVELOPMENT 
before  the 
HOUSE  FOREIGN  AFFAIRS  COr^ITTBE 
SUBCOMMITTEE  ON  ECONOMIC  POLICY,  TRADE  AND  ENVIRONMENT 

and  the 
SUBCOMMITTEE  ON  AFRICA 
OCTOBER  19,  1993 

Mr.  Chairman  and  Memiers  of  the  Committee: 

I  am  pleased  to  have  the  opportunity  to  appear  before  you  today 
to  discuss  the  potential  for  creating  an  African  Enterprise  Fund. 
During  the  past  few  years,  we  have  gained  experience  with  these 
pr':>graT.s  in  Central  and  Eastern  Europe.   I  welcome  the 
oppcrcuni'-y  to  share  our  experiences  with  this  Committee  and 
explore  their  relevance  to  economic  needs  and  conditions  in 
Africa. 

In  .T.y  remarks,  I  will  address  each  of  the  questions  posed  by  the 
Subconmictee  in  Its  invitation  to  testify.   I  would  like  to  begin 
my  Btatement  by  providing  a  brief  overview  of  the  develop.'nent 
rationale  and  uses  of  Enterprise  Funds. 

Purpose  of  Enterprise  Funds 

The  Enterprise  Funds,  which  sometimes  are  also  referred  to  as 
venture  capital  funds,  are  designed  to  help  develop  indigenous 
private  sectors.   The  "Funds"  seek  to  spark  private  sector 
mvescrrent  and  enhanre  overall  business  development.   They  also 
de.Tonscrate  co  other  potential  investors  that  private  sector 
Ir.vcsin-e.'-. t  can  be  uiil-;rtaken  profitably  in  the  respective  counti'y 
e.-.virDnjr,ent . 

The  tasic  reason  for  an  Enterprise  Fund  is  to  provide  risk 
capital  :n  situations  where  the  banking  sector  and  financial 
rarkets  are  scill  evolving.   The  Enterprise  Funds  may  be  used  to 
finance  loans,  grants,  equity  investments,  feasibility  studies, 
technical  assistance,  training,  insurance,  and  guarantees. 

In  actual  practice,  the  Funds  have  been  used  for  equity  and  loan 
capital,  and  in  more  limited  circumstances  for  technical 
assistance.   The  Fu.rds  are  particularly  suited  to  countries  where 
potential  for  inveetrent  appears  favorable,  but  there  is  limited 
capiial  and  nanage.Ter.t  skills  to  meet  Investrr.ent  opportunities, 
and  the  imancial  system  is  weak  or  underdeveloped. 

The  rir.terprise  Funds  offer  a  new  way  of  delivering  potentially 
eel  f  -  Busiaining  dlrt-ct  assistance  to  businesses  that  tray  prove 
superior  '.o  providlrig  one-time  grants  for  business  development. 
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The  U.S.  government  has  been  able  to  attract  U.S.  private  sector 
experts  to  serve  as  board  members  and  managers  of  these  new 
private,  not-for-profit  corporations.  The  Funds  have  not-for- 
profit  status  because  of  their  quasi -governmental  nature  and 
because  they  are  not  intended  have  shareholders  or  distribute 
dividends.  Nevertheless,  they  operate  with  the  full  intent  to 
reach  self-sufficiency;  leverage  outside  private  capital;  and 
repay,  to  the  U.S.  government  or  selected  host  country 
institutions,  the  grant  amounts  plus  any  earnings  from  the  grant 
after  a  ten  to  fifteen  year  period.   In  practice,  our  intent  is 
that  the  final  proceeds  of  a  Fund  will  be  granted  to  a  successor 
host -country  Enterprise  Fund  managed  by  fully-trained  local 
Enterprise  Fund  staff. 

The  Enterprise  Funds  were  created  as  a  result  of  Public  Law  lOl- 
179,  "Support  for  Eastern  European  Democracy  (SEED)  Act  of  1989." 
The  SEED  Act  authorized  the  President  to  create  the  Polish 
Air,erican,  and  Hungarian  American  Enterprise  Funds  as  nonprofit 
organizations  to  receive  grants  of  $240  million  and  $60  million, 
respectively,  for  pronoting  the  development  of  the  Polish  and 
Hungarian  private  sectors. 

Subsequently,  the  "Enterprise  Fund"  concept  was  extended  to  the 
Czech  and  Slovak  Repiiblics  and  to  Bulgaria  in  Eastern  Europe,  and 
most  recently  to  Rus.-aia  in  the  Newly  Independent  States  (NIS)  . 

For  this  new  fiscal  year,  three  new  Funds  are  planned  for  Eastern 
Europe,  and  four  new  Funds  are  planned  for  the  NIS. 

•  The  seven  ongoing  and  proposed  European  Funds  have 
total  planned  obligations  of  $580  million,  with  each  country 
grant  to  be  disbursed  over  a  four  to  five  year  period. 

•  The  five  ongoing  and  proposed  NIS  Funds  have  planned 
obligation  levels  of  S720  -$770  m.illion  over  the  next  four 
years. 

Tranaformatlon  to  Market-Oriented  Economies 

The  nations  of  Central  and  Eastern  Europe  (CES)  and  the  NIS  have 
begun  the  transformation  to  democratic  societies  and  market - 
oriented  economies.   In  the  past  few  years,  these  nations  have 
implemented  major  structural  refonr.s  to  replace  central  planning 
with  rarket  nechanisrr^s .   The  success  of  stabilization  policies 
and  structural  reforrr.s  depends  on  the  development  of  efficient 
financial  intermediaries  and  credit  and  capital  markets. 

Although  the  scope  and  pace  of  financial  sector  reforr.s  differ 
significantly  among  these  economies,  they  share  certain 
characteristics: 
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•  The  legacy  of  central  planning  with  severe  distortions 
in  the  financial  and  productive  sectors; 

•  The  lac)c  of  adequate  financial  and  skilled  human 
resources  to  develop  the  financial  sector; 

•  The  inadequacy  or  lac)c  of  auditing  systems  to  provide 
information  on  the  creditworthiness  of  prospective 
borrowers;  and 

•  The  poor  quality  of  bank  portfolios  and  inadequate 
capitalization. 

In  the  CEE  and  NIS  economies,  outside  investors  are  cautious  to 
enter  these  rwrkets.  The  banking  systems  and  capital  markets 
either  lack  depth  or-   are  nonexistent.  Consequently,  the 
Enterprise  Fund"  address  one  of  the  key  problems  facing  these 
econoinies  --  the  dire  shortage  of  capital  and  financial 
institutions  to  finance  private  sector  transactions  for  the 
burgeoning  number  of  new  and  privatized  businesses. 

By  targeting  email  and  medium- sized  businesses,  they  are  also 
assisting  an  Important  sector  which  the  European  Bank  for 
Reconstruction  and  Development,  the  International  Finance 
Corporation,  and  private  investment  banks  do  not  normally  serve. 
These  institutions  generally  focus  on  loans  and  investments  with 
a  minimum  level  of  S5  million  or  above. 

Enterprise  Funds  and  Market  Growth 

Our  experience  to  date  suggests  that  the  Enterprise  Funds  have 
had  a  positive  impact  in  at  least  three  areas: 

•  First,  they  are  catalysts  for  development  of  the 
financial  sectors  of  their  respective  countries  both  for 
local  financial  institutions  and  for  foreign  Investors.   For 
example,  the  Polish  small  business  loan  program,  and  similar 
programs  initiated  in  the  Czech  and  Slovak  Republics  and  in 
Hungary,  use  local  banks  which  now  are  spawning  competition 
with  other  local  banks  for  the  vibrant  markets'they  have 
created  in  small  business  lending. 

•  Second,  they  are  sources  of  credit  and  investment 
capital  for  entrepreneurs  when  alternate  sources  are  either 
scarce  or,  practically  speaking,  unavailable.   For  instance, 
the  Eastern  European  Funds  are  now  equity  partners  in  over 
150  small  and  medium-sized  businesses  in  a  market  where 
equity  Investments  have  never  been  considered. 

•  And  third,  they  are  a  provider  of  business  education 
and  training,  such  as  the  business  education  video  tape 
series  developed  under  a  technical  assistance  grant  from  the 
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Hungarian  Fund.   This  video  presentation  is  now  being  used 
in  the  curriculum  of  most  secondary  schools  throughout 

Hungary. 

Because  the  Enterprise  Funds  are  still  very  new,   we  have  not  as 
yet   conducted  a  detailed  evaluation  to  quantify  their  impact. 
All   Funds  are  establishing  specific  benchmarks  of  performance, 
and  the  European  Funds  will  be  evaluated  this  fiscal  year. 

Implementation  Lessons 

The  lessons  learned  can  be   summarized  as   follows: 

•  First,   although  the  Funds  are  private  in  nature,    they 
rrust  in  fact  be  a  public-private  partnership  if  both  the 
objectives  of  efficiency  and  development  are  to  be  met. 
There  must  be  a  meeting  of  the  minds  between  the  Fund 
management  and  the  U.S.   government  as   to  the  objectives  of 
the  Fund  from  d&y  one;    and  there  must  be  open  and  continual 
communication  between  the  Fund  and  the  U.S.   government. 

•  Second,    the  Enterprise  Fund  concept  is  new  and  still 
being  formulated,    and  as  such  has  had  growing  pains.      Some 
of   the  difficult  areas    include:   paying  excessively  high 
salaries,    using   technical  assistance  monies  unwisely,    and 
the  U.S  government   responding  slowly  and  being  unclear  as   to 
lines  of  authority. 

A.I.D.,    State,    and  Congress  have  discussed  means  of 
achieving  an  appropriate  level  of  oversight  and  guidelines 
for  the  Funds   on  issues   such  as  prior  U.S.   governm.ent 
approval   of   financial    intermediaries  of   the   Funds,    a   salai-y 
cap  for  the   Funds'    management  and  employees,    limits   on   the 
use  of  technical   assistance,    and  whether  the   Funds' 
involvement   in   joint   ventures  must    include  American 
partners.      The   results  of   these  discussions  are  a   totally 
restructured  grant   agreement   which   incorporates  approval 
procedures   and   guidelines  on  all   outstanding   issues.      The 
new  grant   format  was  used  for  the  new  Russia  Fund  agreement, 
and  is  the  basis   for  ongoing  negotiations  with  the  existing 
European  Funds. 

t         Third,    the   Funds   still  must   rely  on  a   favorable 
investment   clirrate   to  succeed.      The   northern  tier  countries 
of  Eastern  Eurcpe  have  proven  favorable  ground  for  the 
runds_^,   but  we   have  yet   to  find  out    if   Bulgaria  and  Russia, 
for  example,    will   be   similarly   favorable  environments.      A 
favorable   climate  assumes  support  of   the  concept   from  the 
host  government   and  policies   supportive  of  private 
investment;    a  market   large  enough  to  support   new  business 
ventures  assisted  by   the   funds;    and  entrepreneurs  willing  to 
take  the   risks   of   establishing  or  expanding  enterprises. 
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•  Fourth,  the  Punda  should  not  be  used  to  crowd  out 
legitimate  private  sector  initiatives.   If  the  local  and 
international  financial  sector  is  fully  capable  of  meeting 
the  needs  in  a  particular  country,  we  should  not  use  scarce 
U.S.  funds  to  replace  private  investment. 

The  appropriate  size  and  lifetime  of  a  Fund,  or  the  need  for  a 
Fund  at  all,  must  be  determined  with  these  as  well  as  other 
factors  in  mind. 

Potential  for  an  African  Snterprlsa  Fund 

It  is  recognized  that  if  Africa  is  to  achieve  sustainable 
economic  development  and  if  the  continent's  nascent  democracies 
are  to  flourish,  it  will  need  a  vibrant  private  sector: 

•  To  provide  employment  opportunities  and  improved  social 
well-being  for  the  majority  of  its  citizens;  and 

•  To  permit  and  encourage  the  development  of  a  strong 
civil  society  in  which  economic,  as  well  as  other  interests, 
have  both  voice  and  votes. 

A.I.D.  considers  support  to  private  sector  development  as  a 
critical  component  in  assisting  Africans  to  modernize  their 
economies  and  to  liberalize  their  political  systems. 

In  FY  1993,  A.I.D.  designated  approximately  $200  million  (about 
25%)  of  the  Develop.Tent  Fund  for  Africa  for  private  sector 
programming.   Priority  areas  have  included  reforming  and 
strengthening  the  enabling  environment  for  private  sector 
development,  privatizing  inefficient  parastatals,  restructuring 
and  reforming  bankrupt  financial  systems  and  supporting  the 
growth  of  business  networks  institutions  chat  assist  in  the 
developrr.ent  of  a  well- functioning  private  sector. 

Although  the  private  sector  in  much  of  sub-Saharan  Africa 
continues  to  struggle  with  weak  institutions,  economic  progress 
still  is  becoming  evident.   A  growing  number  of  African  nations 
(e.g.  Ghana,  Gambia,  Tanzania,  Guinea,  Madagascar  and  Uganda) 
have  reformed  their  economies  to  free-up  markets.   These  changes 
have  contributed  to  visible  economic  progress. 

Financial  sector  reform  is  a  key  element  in  any  economic  reform 
Initiative.   In  the  right  circumstances,  venture  capital  funds  or 
Enterprise  Funds  represent  one  way  to  address  the  severe 
financial  sector  deficiencies  which  plague  most  countries  on  the 
continent. 

By  creating  domestic  investment  opportunities,  they  can  help 
reduce  capital  flighc  by  Africa's  investors;  indeed,  they  may 
even  stimulate  the  return  of  flight  capital.   In  addition. 
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Investments  financed  by  the  Enterprise  Tunas  may  "oTT-Trg  -wixTi  'xTrSro 
managerial  know-how,  new  forms  of  technology,  non-debt  financial 
resources,  and  joint  venture  relationships  that  may  help  reduce 
the  risk  to  U.S.  investors. 

Finally,  and  perhaps  most  importantly.  Enterprise  Fund  prograuns 
can  demonstrate  to  a  burgeoning  but  cautious  African  private 
sector  and  to  hopeful  public  sector  policy  reformers,  as  well, 
that  resources  are  available  to  take  advantage  of  the  improved 
investment  climate  brought  on  by  the  policy  reforms. 

A.I.D.  has  put  in  place  over  the  last  two  years,  several  pilot 
venture  capital  funds,  such  as  the  Ghana  Venture  Capital  Fund, 
the  Tanzania  Venture  Capital  Fund  and,  in  conjunction  with  the 
Overseas  Private  Investment  Corporation,  the  Africa  Growth  Fund. 
These  funds  seek  to  mobilize  long-term  equity  finance  and  have 
some  reseioblance  to  the  Enterprise  Funds  in  Eastern  Europe.   An 
evaluation  of  these  venture  capital  funds  ie  currently  being 
undertaken.  We  will  be  happy  to  share  the  results  of  this 
evaluation  with  you  once  it  is  completed. 

These  funds  focus  on  one  country  only.  I  aun  skeptical  that  an 
Enterprise  Fund  for  all  of  sub-Saharan  Africa  will  be  feasible  or 
effective.  But  I  air.  very  interested  in  exploring  the  possibility 
of  establishing  an  Enterprise  Fund  for  southern  Africa. 

Southern  Africa  Enteirprise  Fund 

An  Enierprise  Fund  could  provide  a  significant  boost  to  the 
development  of  the  private  sector  in  the  southern  African  region. 

•  Southern  Africa,  encompassing  eleven  countries  with  a 
population  of  C'ver  100  million,  is  one  of  the  richest 
regions  in  the  world  in  natural  resource  endowir.ents .   It 
also  includes  eone  of  the  most  developed  countries  in 
Africa. 

•  Many  countries  in  the  region  have  begun  to  implement 
economic  refomis  opening  up  opportunities  for  profitable 
private  investm';nt.   These  reforms  include  a  reduction  in 
barriers  to  trade,  perhaps  signalling  the  beginning  of  the 
creation  of  a  real  regional  market. 

•  Private  investment  -  domestic  and  foreign  -  must  be  the 
key  engine  of  growth  in  the  region.   Foreign  aid,  while 
ir.pcrtant,  will  never  be  adequate  tc  fill  the  regions 
capital  needs,  nor  should  it  be. 

•  American  investors  may  yet  not  be  fully  aware  of 
emerging  opportunities  in  the  region.  American  investment 
in  southern  Africa  has  been  very  limited  over  the  past 
decade. 
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•  An  Enterprise  Fund  could  leverage  inveetable  funds; 
mobilize  the  flow  of  long-term,  non-debt,  risk-based  capital 
to  the  region,  including  the  repatriation  of  flight  capital; 
and  help  deepen  both  the  capital  and  money  markets. 

•  An  Enterprise  Fund  could  also  transfer  much  needed  U.S. 
nanagerial  know-how  and  new  technology  to  the  region. 

There  are,  however,  several  reasons  for  being  cautious  about  the 
creation  of  an  Enterprise  Fund  for  southern  Africa. 

•  There  continues  to  be  skepticism  by  the  domestic  and 
international  private  sectors  concerning  the  political  will 
and  ability  of  some  of  the  region's  governir.ents  to  maintain 
these  reform  efforts. 

•  The  sophistication  of  the  economies  in  the  region 
varies  greatly.   South  Africa  and  Zimbabwe  have  well 
developed  agricultural,  industrial/manufacturing  and  service 
sectors,  although  their  international  competitiveness  is 
questionable.  The  remainder  of  the  countries  have  a  much 
less  diversified  economic  base.  Any  Enterprise  Fund  would 
have  to  be  created  in  a  way  that  would  ensure  that  not  all 
the  enterprise's  investment  would  be  in  South  Africa  and 
Zimbabwe. 

t    Another  challenge  in  creating  such  a  Fund  is  to  ensure 
that  not  all  oC  the  Fund's  Investments  go  to  well-off  elites 
or  Che  white  minorities  throughout  the  region,  and  not  just 
in  South  Africa. 

Conclusion 

I  have  asked  A.I.D.'s  Africa  Bureau  to  explore  the  potential 
benefits  and  drawbacks  of  establishing  an  Enterprise  Fund  for 
southern  Africa  as  part  of  our  efforts  tc  rethink  our  develcprr.ent 
policies  toward  the  region,  in  light  of  Che  impending  political 
changes  in  southern  Africa.   A.I.D.  wants  to  be  ready  to  help  the 
countries  in  the  region  to  cooperate  on  creating  a  better  future 
for  their  people. 

Again,  I  thank  you  for  the  opportunity  to  testify  before  the 
Committee,  and  I  welcome  your  comments  and  suggestions.   Thank 
you. 
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TESTIMONY  OF  ASSISTANT  SECRETARY  OP  STATE 

OBORGB  B.  MOOSE 

BEFORE  THE  HOUSE  SUBCOMMITTEE  ON  ECONOMIC  POLICY, 

TRADE  AMD  ENVIRONMENT 

AND  THE 

SUBCOMMITTEE  ON  AFRICA 

ON  THE  POTENTIAL  FOR  CREATING  AN  AFRICAN  ENTERPRISE  FUND 

OCTOBER  19,  1993 
2172  RAY BURN  HOUSE  OFFICE  BUILDING 


Mr.  Chairman  and  Membeca  of  the  Committee: 

Thank  you  for  inviting  me  to  this  hearing  to  share  ideas  on 
the  possibility  of  creating  an  African  Enterprise  Fund.   We 
welcome  this  opportunity  to  begin  reflecting  more  deeply  on 
what  the  U.S.  can  do  to  support  private  sector  development  on 
the  African  continent. 

We  are  considering  various  options  now.   Although  wa  have 
no  specific  proposals  to  put  forward  at  this  time,  let  me 
outline  our  view  of  the  opportunities  before  us,  the  lesoons 
learned  from  previous  experiences  in  Eastern  Europe  and  in 
Africa,  and  the  questions  that  require  further  study. 


33 

opportunities 

First/  let  me  underscore  that  this  administrstion  is 
committed  to  Africa  and  its  development.  We  are  optimistic 
that  Africa,  with  its  vast  and  largely  untapped  human  and 
physical  resources,  will  succeed  in  its  efforts  toward 
Increased  stability  and  economic  growth. 

In  the  near  term,  there  will  no  doubt  be  obstacles.   We  are 
seeking  to  maintain  assistance  levels  to  Africa  in  a  time  of 
shrinking  resources  and  are  looking  for  ways  to  use  available 
funds  as  efficiently  and  effectively  as  possible.   I  am 
personally  committed  to  seeing  that  Africa  gets  its  fair  share 
of  our  al<3  resources,  consistent  with  the  very  real  needs  of 
the  continent,  and  that  modalities  of  assistance  that  have  been 
effective  elsewhere  are  also  given  a  chance  of  working  in  the 
African  context. 

Africa's  private  sector  is  crucial  to  its  long  term 
development.   The  private  sector  is  where  most  Africans  are 
employed,  and  the  potential  for  job  creation  is  particularly 
high  in  micro  and  small  enterprises.   A  key  aspect  of  our 
assistance  to  Africa  is  geared  toward  fostering  an  enabling 
environment  in  which  such  enterprises  can  prosper. 
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B«8t«rn  Europe 

As  you  Know<  the  U.S.  Govornment  learned  much  from  ita 
recant  experience  in  setting  up  enterprise  funds  in  Eastern 
Europe.   Since  I  can  claim  no  expertise  on  that  part  of  the 
world,  I  am  pleased  to  have  sitting  beside  me  Mr.  Ralph 
Johnson,  Coordinator  for  Assistance  to  Central  and  Eastern 
Europe.   With  the  help  of  Mr.  Johnson  and  his  staff,  we  have 
been  able  to  put  together  a  synopsis  of  these  efforts  in 
Eastern  Europe;  and  Mr.  Johnson  has  kindly  agreed  to  answer 
more  detailed  questions  the  Subcommittees  might  have. 

The  Enterprise  Funds  provide  vital  capital  to  the  growing 
private  sector  in  Eastern  Europe,  which  lacks  adequate  banking 
and  financial  sectors.   They  tap  into  the  experience  of 
financial  and  business  professionals  and  help  develop  banking 
and  financial  skills  and  institutions  in  the  host  country.   The 
Funds'  directors  are  named  by  the  White  House  upon  the 
recommendation  of  an  Interagency  group  that  receives 
nominations  from  a  wide  range  of  persons  and  institutions  in 
tha  United  states  and  in  the  host  country.   In  soma  cases,  the 
Funds  are  the  only  source  of  debt  or  equity  capital  available 
to  small  and  medllum-slzed  firms. 
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Funds  have  already  been  established  in  Poland,  Hungary,  the 
Crech  Republic,  Slovakia  and  Bulgaria.   In  addition,  the 
Administration  has  announced  new  Funds  for  the  Baltics,  Russia 
and  UKraine.   Planned  obligations  for  all  these  Funds  will 
total  $580  million. 

The  amount  of  capital  allocated  to  each  Fund  was  determined 
on  the  basis  of  two  principal  criteria:  (1)  the  country's 
current  stage  in  transition  toward  a  market  economy,  and  (2) 
the  need  for  capital  as  reflected  in  the  size  of  the  economy 
and  siea  of  the  population. 

The  Funds  have  a  demonstrated  record  of  success.   The 

Polish-American  Fund,  for  example,  opened  a  small  loan  window 
in  13  Polish  banks  throughout  the  country  and  issued  2415  loans 
with  a  97%  repayment  rate;  invested  over  $100  million  directly 
in  small  and  medium  enterprises  in  Poland;  and  successfully 
attracted  over  $100  million  in  outside  (private  and  public) 
capital  for  a  venture  capital  fund.   Some  problems  did  arise 
regarding  the  political  judgment  of  the  former  management  of 
the  Hungarian  American  Enterprise  Fund,  but  these  were  not 
attributable  to  the  innovative  nature  of  the  Fund  or  financial 
decisions  made  by  it.  These  problems  have  now  been  resolved. 
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In  the  Department's  estimation,  these  Funda  have 
contributed  to  fostering  economic  growth  and  market  economies 
in  three  distinct  ways:   (1}  They  provided  capital  in  some 
countries  during  the  early  transition  from  Communism  when 
virtually  no  other  sources  of  capital  were  available.   (2)  They 
helped  create  jobs  in  some  cases  or  provided  opportunities  for 
labor  market  rationaliration  in  inefficient  sectors.   (3)  They 
provided  an  important  demonstration  effect  that  served  as  a 
model  for  private  initiatives  throughout  the  economies  of  host 
countries . 

These  funds  clearly  furthered  the  key  U.S.  foreign  policy 
goals  in  the  region  of  developing  market  economies  and 
fostering  a  strong  private  sector. 

Africa 

In  Africa,  our  principal  experience  in  supporting  private 
enterprise  through  equity  funding  has  been  the  Africa  Growth 
Fund,  whose  capitalization  has  been  supported  through  the 
Overseas  Private  Tnvestmont  Cocporatlon  (OPIC) ,  an  agency  of 
the  U.S.  Government.   The  Africa  Growth  Fund  differs  from  the 
Enterprise  Funds  in  Eastern  Europe  in  that  the  U.S.  Government 
provides  only  guarantees  for  investments  after  private  capital 
has  been  raised. 
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The  Africa  Growth  Fund  is  an  Innovative  investmsnt  vehicle 
designed  to  raise  capital  for  creating,  expanding  and 
rehabilitating  productive  business  enterprises  in  Sub-Saharan 
Africa  (excluding  South  Africa).  The  Fund  is  a  privately  owned 
limited  partnership  having  investment  capital  of  $25  million. 
Squity  capital  totals  $5  million  in  the  form  of  limited 
partnership  interests  offered  to  American  corporate  and 
institutional  investors.   OPIC  has  committed  to  guarantee  the 
Fund's  debt  capital  of  $20  million,  created  through  promissory 
notes  issued  to  qualifying  private  American  financial 
institutions. 

The  Africa  Growth  Fund  seeks  to  achieve  long-term 
appreciation  and  a  current  return  on  its  capital  primarily  by 
investing  in  equity  securities  of  companies  in  Sub-Saharan 
Africa.  Companies  for  investment  are  chosen  on  the  basis  of 
their  sound  financial  condition  and/or  attractive  growth 
potential,  as  well  as  their  positive  developmental  benefits. 
The  Fund  purchases  securities  of  both  new  and  established 
companies  that  plan  to  expand  or  modernize,  add  significant 
capital  to  increase  their  competitiveness,  or  intend  to 
implement  privatization  of  a  previously  state-owned 
enterprise.   Besides  contributing  to  local  development,  the 
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Fund's  investments  must  meet  OPIC's  criteria  of  being 
environmentally  sound  and  of  protecting  local  workers'  rights 
and  U.S.  employment.  All  the  Africa  Growth  Fund's  investments 
involve  a  U.S.  company  as  owner,  manager  or  supplier. 

Fund  assets  are  invested  in  a  broad  spectrum  of  African 
industries,  such  as  agribusiness,  chemicals,  construction, 
machinery  and  e-juipment,  electronics,  finance,  international 
trading,  and  mining.   No  more  than  lt\   of  the  Fund's  total 
assets  may  be  invested  in  any  one  company.   Most  of  the  Fund's 
Investments  are  In  medium-  to  large-scale  enterprises,  with 
typical  commitments  by  the  Fund  ranging  from  (500,000  to 
$3,000,000. 

Principal  participants  are:  OPIC  (guarantor  and  participant 
in  the  oversight  of  investment  operations).  Equator  Bank  (Fund 
manager  and  general  manager),  and  Citicorp  Investment  Bank 
(financial  advisor  and  agency  for  sale  of  securities).   U.S. 
private  lending  institutions  purchased  the  Fund's  $20  million 
of  OPIC-guaranteed  notes,  and  U.S.  business  corporations 
provided  $5  million  through  purchase  of  limited  partnership 
units,  at  $1  million  aach. 
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Like  many  wocthwhlla  initiatives  in  the  challenging  African 
economy,  the  Africa  Growth  Fund  initially  experienced 
resistance  from  U.S.  investors;  but  with  over  50%  of  the  Fund's 
capital  invested  and  an  expectation  to  distribute  profits  to 
investors  this  year,  OPIC  believes  that  this  Fund  is 
successful.   The  Fund  has  not  experienced  any  losses  on  its 
investments  and  it  is  exploring  the  possibility  of  raising 
additional  private  capital  for  an  Africa  Growth  Fund  II. 

Other  mechanisms  to  promote  economic  growth  in  the  private 
sector  exist.   The  U.S.  is  a  major  contributor  (with  26%  of 
subscriptions)  to  the  International  Finance  Corporation  (IFC), 
a  member  of  the  World  Bank  Group.   The  IFC  loans  money  to,  and 
buys  equity  in,  private  enterprises  in  the  developing  world, 
including  Africa.   Its  African  operations  tend  to  be 
concentrated  in  the  minerals  and  energy  sectors.   While  the  IFC 
has  various  successful  investments  in  the  region,  it  identified 
Africa  as  a  source  of  portfolio  weakness.   A  recent  IFC  report 
notes  that  "the  investment  environment  in  Sub-Saharan  Africa 
continues  to  be  especially  difficult."   It  further  notes  that 
"economic  and  political  factors  in  a  number  of  Sub-Saharan 
African  countries  continue  to  constrain  expansion  of  IFC's 
investment  program." 
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In  another  multilateral  effort,  the  African  Development 
Bank  established  in  1991  the  Private  Sector  Development  Unit,  a 
pilot  program  for  equity  investment  and  loans.   The  United 
States  also  participates  in  the  Multilateral  Investment 
Guarantee  Agency  (MIOA),  which  promotes  private  investment  and 
provides  Investment  guarantees  to  protect  investors  from 
non>commercial  risk. 

Conclusions 

Enterprise  Funds  and  Growth  Funds  have  many  attractive 
features.   They  allow  us  to  leverage  government  funds  with 
those  of  private  investors  in  a  manner  that  contributes  to  the 
development  of  the  private  sector  and  fosters  economic  growth 
in  Africa.   Such  initiatives  may  be  particularly  fruitful  in 
countries  that  have  made  significant  progress  in  implementing 
structural  economic  reforms.  As  these  reforms  begin  to  take 
hold  in  a  growing  number  of  countries,  new  investment 
opportunities  will  increase. 

We  support  economic  development  across  the  entire  African 
continent,  but  we  see  some  regions  as  particularly  promising. 
In  post-apartheid  South  Africa,  for  instance,  we  have  a  unique 
opportunity  to  assist  the  country  in  its  political  and  economic 
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transformation.   An  •zpandsd  Africa  Growth  or  Entarpris*  Fund 
could  halp  raise  capital  for  small  and  mediun-alzad  entarprlsas 
among  disadvantaged  segments  Qf  the  population  that 
previouslyhad  little  access  to  capital.  Commerce  Secretary  Ron 
Brown  will  be  leading  a  trade  and  investment  mission  to  South 
Africa  nest  month.  During  this  miasion  OPiC's  President  hopes 
to  sign  a  bilateral  agreement  opening  the  way  for  OPIC  programs 
in  South  Africa. 

In  summary,  AID,  OPIC  and  other  U.S.  Government  agencies 
are  devoting  considerable  resources  to  private  sector 
development  in  Africa,  as  are  other  bilateral  donors  and 
multilateral  institutions.   Enterprise  Funds  and  Growth  Funds 
could  serve  to  complement  these  ongoing  efforts,  but  thero  are 
questions  about  economic  feasibility  and  budget  implications  of 
that  need  to  be  considered  carefully  first,   i  compliment  the 
Subcommittee  on  Economic  Policy,  Trade  and  Environment  and  the 
Subcommittee  on  Africa  for  initiating  this  discussion,  and  I 
welcome  your  comments  and  questions.   Thank  you. 
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CREATING  AN  AFRICAN  ENTERPRISE  FUND 

I-  The  Need  for  an  African  Enterprise  Fund 

These  two  subcommittees  are  to  be  congratulated  for  holding  a 
hearing  on  the  need  for  an  African-American  Enterprise  Fund.  The 
Enterprise  Fund  concept  was  spawned  in  the  100th  Congress  as  a  part 
of  the  Support  for  East  European  Democracy  (SEED)  Act.  It 
authorized  the  creation  of  two  venture  capital  funds  for  eastern 
Europe,  which  would  be  generously  funded,  operate  under  joint 
American-East  European  direction,  and  be  largely  autonomous. 
Although  they  are  still  quite  new,  and  are  only  now  reaching  a 
point  where  preliminary  evaluations  may  be  made  of  their  work,  our 
government  has  apparently  been  sufficiently  pleased  with  them  to 
proceed  to  create  four  more  such  Funds,  and  three  more  are 
currently  under  consideration  covering  such  countries  as  Albania, 
Rumania  and  Slovenia. 

Despite  the  scarcity  of  budgetary  funds  available  for  assisting  in 
meeting  the  massive  needs  of  the  developing  countries,  the  creation 
of  a  major  venture  capital  fund  for  Africa,  under  U.S.  sponsorship, 
deserves  a  top  priority  from  U.S.  policy  makers.  External  capital 
is  a  sine  qua  non  for  economic  development  to  take  place  in  Africa. 
Public  monies  are,  however,  drying  up,  and  Africa  is  already 
burdened  by  excessive  debt  so  that  equity  money  is  absolutely 
essential.  As  in  eastern  Europe,  the  market  approach  to  development 
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is  being  increasingly  accepted  in  Africa,  and  the  Enterprise  Fund 
model  is  readily  adaptable  to  the  African  situation.  Such  a  Fund 
can  catalyze  both  U.S.  investors  and  African  investors  in  a  way 
that  has  not  been  possible  heretofore. 

In  the  opinion  of  persons  who  carefully  monitor  such  matters,  the 
previous  efforts  to  attract  U.S.  investment  capital  into  Africa, 
although  not  without  some  success,  have  generally  been  inadequate 
in  size  to  achieve  sustainability ,  as  well  as  being  otherwise 
flawed.  They  have  relied  too  heavily  on  expatriate  consultants  and 
administrators,  who  cost  a  great  deal  but  were  unconnected  to  the 
societies  in  which  they  were  operating.  The  flexibility  of  the 
Enterprise  Fund  model  permits  the  development  of  innovative,  bi- 
cultural  and  multi-cultural  funding  and  administrative  arrangements 
which  can  be  tailored  to  the  local  situation.  The  size  of  the 
Enterprise  Funds  offers  hope  that  they  can  become  self-sustaining, 
whereas  the  major  existing  U.S. -funded  venture  capital  fund  in 
Africa,  the  Africa  Growth  Fund,  was  funded  for  only  $1.4  million 
and  is  reportedly  struggling  to  survive  now  that  its  tiny  subsidy 
has  run  out. 

Much,  although  certainly  not  all,  of  Africa's  economic  backwardness 
is  due  to  its  own  policies.  There  is  ample  evidence  that,  as  in 
Eastern^  Europe,  Africa  has  overutilized  its  public  and 
underutilized  its  private  sectors.  One  of  the  principal  reasons 
that  this  has  been  the  case  is  the  relative  scarcity  of  private 
investment  capital  within  African  hands,  together  with  a  reluctance 
to  allow  non-African  capital  to  gain  too  great  a  hold  over  the 
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local  economies.  After  all,  the  basic  drive  of  the  anti-colonial 
struggle  was  precisely  to  wrest  the  state  and  the  economy  from 
foreign  control  and  place  it  in  African  hands. 

Although  African-owned  investment  capital  is  scarce  it  is  by  no 
means  non-existent.  To  release  its  power,  however,  a  number  of 
changes  are  required.  African  governments  must  drastically  reduce 
their  bureaucratic  requirements  and  insure  that  their  business 
regulations  are  clearly  articulated  and  impartially  administered. 
Both  grand  and  petty  corruption  must  be  vigorously  resisted, 
exposed  and  punished.  What  is  currently  termed  a  favorable 
"investment  climate"  must  be  created.  Beyond  this,  a  viable 
market-size  needs  to  be  offered  to  potential  investors,  which  means 
that  the  narrow  political  boundaries  drawn  by  the  Berlin  Conference 
of  1872  must  not  be  treated  as  walls  through  which  capital,  labor 
and  products  can  pass  only  with  difficulty.  In  some  places, 
vigorous  efforts  are  being  made  to  demolish  these  obstacles.  The 
current  terminology  for  this  type  of  liberalization  is  "regional 
integration",  and  the  Africans  claim  to  be  firmly  committed  to  it. 

The  Enterprise  Fund  approach  is  particularly  well  suited  for 
encouraging  and  complementing  these  liberalizing  steps  being  taken 
by  the  Africans.  The  leveraging  potential  offered  by  a  well-funded 
entity  which  is  jointly  administered  by  well-chosen  Africans  and 
Americans  and  which  has  the  functional  flexibility  which  the 
Enterprise  Fund  format  offers,  is  substantial.  It  has  the  potential 
both  to  leverage  governments  to  create  more  inviting  "investment 


46 


climates"  and  to  leverage  indigenous  capital  to  cone  forth  by 
offering  it  a  strong  foreign  partnership  on  mutually  acceptable 
terms. 

II-  Particularities  of  an  African  Enterprise  Fund 

There  are,  of  course,  problems  in  transferring  the  Enterprise  Fund 
model  from  eastern  Europe  to  Africa,  particularly  as  relates  to 
the  matter  of  size.  Funded  as  the  Congress'  initial  response  to  the 
economic  and  political  liberalization  of  Eastern  Europe,  the 
Polish-American  and  the  Hungarian-American  Enterprise  Funds  were 
launched  with  a  generosity  which  it  may  be  difficult  to  duplicate 
for  Africa.  The  Polish-America  Enterprise  Fund  was  authorized  at 
$240  million,  for  a  country  of  slightly  less  than  40  million 
people.  Sub-Saharan  Africa,  with  roughly  ten  times  the  population 
of  Poland,  is  not  likely  to  be  granted  ten  times  the  amount 
authorized  for  Poland.  Indeed,  Africa  should  probably  count  itself 
fortunate  if  it  were  to  be  allocated  the  same  amount  as  Poland 
received. 

In  any  case,  Africa  is  an  extremely  heterogeneous  continent, 
consisting  of  more  than  50  countries.  A  single  Enterprise  Fund 
covering  the  entire  Continent  would  be  unwieldy,  and  expensive  to 
administer  effectively.  A  preferable  alternative  would  be  to 
create  several  Enterprise  Funds,  each  covering  a  sub-region  of  the 
Continent.  Such  an  arrangement  would  be  well  placed  to  cooperate 
with  the  several  sub-regional  integration  entities  now  active  in 
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Sub-Saharan  Africa  (SSA),  notably  the  Preferential  Trade  Area  (PTA) 
in  eastern  and  southern  Africa;  the  Southern  African  Development 
Community  (SADC),  also  in  southern  Africa;  the  Economic  Community 
of  West  African  States  (ECOWAS)  in  western  Africa;  and  the  Economic 
Community  of  Central  African  States  (ECCAS)  in  central  Africa. 
Although  their  overall  performance  has  been  mixed,  some  of  them  are 
making  significant  strides  in  reducing  non-tariff  barriers  to  trade 
amongst  themselves;  to  have  a  sub-regional  venture  capital  entity 
working  alongside  them  could  produce  profound  synergistic  benefits. 

Ill-  A  Southern  African-American  Enterprise  Fund 

A  practical  way  in  which  this  issue  of  geographical  scope  might  be 
approached  would  be  to  authorize  a  single  Enterprise  Fund  as  a 
pilot  project,  covering  a  designated  sub-region.  In  subsequent 
years  similar  Enterprise  Funds  could  be  created  to  cover  the  other 
regions.  In  this  writer's  opinion,  southern  Africa  probably  offers 
the  most  promising  region  for  such  a  pilot  effort,  because  (with 
the  destabilization  policies  of  South  Africa  apparently  at  an  end) 
it  seems  to  be  the  most  politically  stable  region  of  Africa,  the 
most  linguistically  homogeneous  (only  English  and  Portugese  as 
official  languages),  and  probably  the  region  with  the  most  friendly 
"investment  climate". 

A  Southern  African-American  Enterprise  Fund  would  logically  consist 
of  the  ten  members  of  SADC  plus  post-apartheid  South  Africa,  a 
grouping  which  also  encompasses  eight  members  of  the  PTA.  In  any 
case,  the  Fund's  membership  should  be  delineated  by  countries, 
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without  reference  to  any  one  of  the  existing  sub-regional 
integration  entities.  Adjacent  non-member  states  would  also  be 
eligible  for  inclusion  in  multi-country  investments,  and  the  Fund 
could  co-invest  with  or  lend  to  local  and  regional  development 
banks  such  as  the  PTA  Development  Bank  (although  located  in 
Burundi,  its  target  area  uncludes  most  of  southern  Africa)  and  the 
South  Africa  Development  Bank,  as  well  as  fund  new  local  investment 
entities  which  could  on-lend,  especially  for  smaller  ventures. 

IV-  Structuring  the  Southern  African-American  Enterprise  Fund 

Following  are  a  few  comments  regarding  items  to  be  considered  in 
structuring  an  Enterprise  Fund  for  southern  Africa.  Although  the 
Southern  African-American  Enterprise  Fund  can  be  modeled  after  the 
several  eastern  Europe  Enterprise  Funds,  there  has  probably  been 
enough  experience  with  those  funds  so  that  the  model  can  be 
improved  upon,  as  well  as  tailored  to  the  specific  characteristics 
of  the  southern  African  region.  Obvious  flaws  in  the  early  Funds 
can  be  corrected,  such  as  placing  a  cap  on  executive  salaries  and 
anticipating  and  precluding  other  possible  abuses.  A  few  principles 
would  seem  to  be  mandatory,  however.  The  board  of  directors  should 
be  a  small  one,  about  nine  members,  should  consist  of  both 
Americans  (preferably  African-Americans)  and  residents  of  southern 
Africa,  and  all  of  its  members  should  have  some  familiarity  with 
southern  Africa  as  well  as  some  entrepreneurial  experience  or  other 
previous  exposure  to  the  business  sector.  All  board  members  should 
be  expected  to  devote  substantial  time  to  providing  direction  and 
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oversight  to  the  Fund.  To  provide  an  incentive  for  this  kind  of 
serious  attention  to  business,  the  board  members  should  be  paid  a 
reasonable  stipend. 

In  general,  however,  the  Fund  should  be  kept  lean  and  its  operating 
expenses  strictly  controlled.  The  decision  as  to  whether  the 
Fund's  headquarters  are  best  located  in  the  U.S.  or  in  southern 
Africa  is  a  difficult  one,  although  to  place  it  outside  the  U.S. 
would  be  a  major  departure  from  the  format  of  the  eastern  Europe 
Enterprise  Funds.  The  principal  reason  for  locating  it  in  the  U.S. 
is  because  private  investment  capital  roust  be  raised  here.  On  the 
other  hand,  Africa  is  where  most  of  the  real  work  will  be  done  and 
where  most  of  the  staff  should  be  located.  There  would  be  real 
advantages  in  having  top  management  as  close  as  possible  to  the 
target  area,  where  it  could  be  in  frequent  contact  with  the 
physical  rather  than  the  paper  aspects  of  the  investments.  Zimbabwe 
is  a  suitable  location  for  the  Fund  headquarters,  with  field 
offices  in  South  Africa,  Mozambique  and  Angola.  Because  the 
activity  of  the  U.S.  office  and  of  the  African  headquarters  would 
be  so  different,  it  might  be  possible  to  have  the  two  offices 
somehow  share  responsibility  for  the  overall  operation  of  the  Fund. 
The  Chairman  of  the  Board  should  be  an  American,  thus  clearly 
retaining  ultimate  responsibility  within  the  U.S. 

The  selection  of  southern  Africa  as  the  target  region  for  an 
Enterprise  Fund  creates  the  risk  that  a  single  country,  South 
Africa,  may  quickly  become  the  principal  beneficiary  of  the  Fund's 
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resources.  Past  experience  with  regional  programs  of  various  sorts 
has  repeatedly  demonstrated  that  where  one  out  of  a  group  of 
cooperating  countries  enjoys  a  significant  advantage  in  size, 
wealth  or  stage  of  development,  there  is  a  tendency  for  external 
capital  to  flow  to  that  country.  If  not  countered  in  some  way,  this 
sort  of  disparity  can  easily  undermine  the  effort  at  group 
cooperation.  To  forestall  such  an  eventuality,  it  is  suggested 
that  the  Fund's  charter  contain  a  provision  limiting  the  percentage 
of  Fund  resources  directed  toward  a  single  country. 

It  is  also  important  that  the  Fund  structure  its  loans  and 
investments  so  that  the  individuals  promoting  any  venture  are 
themselves  financially  at  risk.  Such  an  arrangement  filters  out 
serious  entrepreneurs  from  frivolous  promoters  and  assures  that  the 
venture  will  be  managed  with  a  full  commitment  of  whatever  skills 
and  expertise  the  promoter  can  bring  to  it. 

In  conclusion  I  should  like  to  reiterate  my  strong  belief  that  the 
need  for  and  the  appropriateness  of  an  Enterprise  Fund  for  Africa 
is  no  less  than  it  is  for  eastern  Europe,  and  for  many  of  the  same 
reasons.  Because  of  Africa's  vastness,  combined  with  its 
multiplicity  of  tiny  countries,  it  seems  reasonable  to  begin  with 
a  regional  Fund,  which  can  be  replicated  later  in  other  parts  of 
the  Continent.  As  with  the  eastern  Europe  Funds,  the  African  Fund 
should  be  capitalized  at  a  sufficiently  large  sum  to  enable  it  to 
become  self-sustaining  over  time. 

Robert  S.  Browne   10/19/93 


51 


STATEMENT  OF  MB    VMCiM  AMNTAH 

SECRETARY  GENERAL 
AmiCAN  BUSINESS  ROUND  TABLE 

AND 

CHAIRMAN,  FORTUNE  GROUP 
NIGERIA 

ON 

•ESTABLISHMENT  OF  AN  ENTERPRISE  FUND  FOR  AFRICA' 


BEFORE  THE 

SUBCOMMITTEE  ON  AFRICA 

AND  THE 

SUBCOMMITTEB  ON  ECONOMIC  POUCY,  TRADE,  AND  ENVIRONMENT 


COMMITTBE  ON  FOREIGN  AFFAIRS 
U.S.  HOUSE  OF  REPRESENTATIVES 


OCTOBER  19,  1993 


52 


Mr.  Ctulrmao, 


My  name  is  Esom  Alimah.  I  sene  as  Secrmry  Geocrgl  of  the  African  Business  Round  Table, 
or  ABR.  I  am  also  founder  and  Chairman  of  Fortune  Group,  a  Nigerian  company  enga^  ed  in  a 
range  of  business  activities  in  Nigeria  and  other  African  countries. 

On  behalf  of  the  African  Business  Round  Table  (ABR),  I  would  like  to  thank  yo» ,  your 
colleagues  Mr.  Roth  and  Mr.  Bwlon  the  members  of  the  Subcommittees,  for  inviting  tie  ABR 
to  prcsem  testimony  on  the  important  proposal  to  estabUsb  a  U.S.  Enterprise  Fund  for  Africa, 
modeled  along  the  lines  of  the  recently -created  Enterprise  Foods  fw  Poland  and  Hungjry. 

We  commetjd  you  for  your  leadership  in  convening  these  heaings,  which  reflect  a  rea  gnition 
of  the  important  transition  undcm'gy  in  Airica  to  democracy  aixl  free  markets.  More  imi>ortant, 
these  hearings  reflect  a  recogaiticin  that  the  United  States  has  an  important  stake  in  easuj  ing  the 
success  of  these  U^ends  in  Africa. 

In  my  testimony  today,  I  would  like  to  first  introduce  the  African  Business  Round  Tat>le  and 
briefly  describe  its  objectives  and  programs.  I  would  then  Hke  to  summarize  the  condition  facing 
private  eotrepreneurs  in  Africa,  conditions  which  point  to  the  pressing  need  for  an  Ea  erjsisc 
Fund  fxx  Africa.  Finally,  1  will  offer  general  recommendations  as  to  how  we  believe  such  a  Fund 
should  be  structured  to  roost  effe:lively  promote  the  African  private  sector. 


THE  AFRICAN  BUSLVBSS  ROUND  TABLE  (ABR) 

The  African  Business  Round  Table  is  Africa's  first  continent- wide  associatjon  of  business  leaders. 
The  ABR  membership  encompasses  Chief  Executive  (Xficers  of  companies  from  thntighout 
north  and  sub-Saharan  Africa;  wu  are  now  poised  to  admit  member  from  South  Africi.  The 
ABR  members  are  involved  in  a  wide  range  of  3ector5,  from  petrochemicals,  food  protessing, 
mining,  banking,  coostroction,  and  aviaticm,  to  tourism,  agriculture  and  transportatioii.  Dr. 
Babacar  Ndiaye,  Presi(fcnt  of  the  African  Development  Bank  (AfDB),  is  Founder  and  O  airman 
of  the  ABR. 

The  ABR  was  fouxided  on  °  principle  that  open-market  economies  sod  a  thriving  privat;  sector 
offer  the  "surest  means  c  >i  caking;  Africa's  cycle  of  dependence  and  underdevelopment.  We  are 
convinced  that  the  principles  which  led  to  our  success  in  business  -  efficiency,  innovatioa,  hard 
work,  the  encouragement  of  mdividual  initiative  and  excellence  -  are  those  that  must  ;*rovide 
the  foundation  for  economic  development  in  Africa. 
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We  tbcrefbre  united  under  ih«  banner  of  Ac  ABR  in  wxJer  to:  1)  pronxHe  the  African  private 
sector  so  that  it  may  serve  as  the  copne  of  development  in  Africa  2)  attract  fordgn  imn^tmeal 
to  Afnca,  and  3}  promote  Intn-Aftican  trade  and  investment. 

Membership  dues  are  die  primary  source  of  finance  for  ABR  operations  and  activities.  Tie  ABR 
membcn  tbos  e:ihibit  a  strraig  dedicadon  to  work  for  a  better  fiiture  for  Africa  thro<>^  tbe 
substantial  contnbutiofl  of  botii  their  money  and  tbeir  time. 

Tbe  ABR  has  instituted  a  wide  trray  of  programs  to  achieve  its  goals,  including  tnde  and 
iovestmeot  missions  abroad,  investment  promotion  conferences  in  Africa,  policy  semintrs  md 
workshops,  executive  cjichange  programs,  and  Information  services  tor  investcR.  Ve  are 
worldng  with  African  govemmcots,  both  quietly  and  no-so-qui^,  to  urge  die  adoption  of 
mc&surcs  needed  to  improve  die  coabliag  environmeat  for  private  eotoprise. 
As  an  African  institiAioa,  tbe  ABR  is  uniquely  positioned  to  undertalce  tbis  often  sensiti^^  task, 
and  we  have  been  quite  successful  in  many  countries  in  this  role.  A  brochure  outlising  the 
objectives  and  programs  of  tbe  ABR  is  attached  to  my  testimooy. 

Because  of  tb«  soccMS  that  we  have  had  In  tbe  United  States  and  tbe  potestial  we  xe  for 
expanded  trade  and  investment  ties  widi  U.S.  business,  as  well  as  for  collaboration  wif  t  U.S.- 
based  agencies,  we  are  opening  a  Nonh  American  office  in  Washington,  D.C.  We  wo  dd  like 
to  take  this  opporromty  to  officially  thank  die  U.S.  government  for  the  surxot  H  has  pxrvkJed 
to  dns  new  office  thivugh  US  AID. 

Mr.  Chainnan, 

It  is  tbe  ABR's  profound  coffvlction  dm  li-eedom  and  tadlvidual  faiitiHrive  in  die  cvunoinc  jffcna 
iT9  fundamental  to  the  success  of  democracy  m  Africa.  Greater  accountability,  traospare  icy  and 
popolai  participation  in  public  d»xision-makin8  are  essential  both  to  efRcienl  and  competitive 
markets  and  to  democratic  govCTuance.  We  dierefore  see  our  mission  as  central  to  tbe  task  of 
building  democracy  in  Africa. 

Mr.  Chairman, 

We  can  speak  from  our  firsthand  experience  about  the  local  cooditioos  within  vvlach  tiie  private 
sector  most  operate  and  about  tbt;  needs  of  Africa's  private  entrepreneurs. 


PRIVATE  ENTERPRISE  IN  AFRICA 

Africa  is  a  vast  continenL  Tbe  eavironroent  for  private  enterprise,  and  the  local  private  sector, 
vary  w-idcly  between  nations  and  localities  National  emnomic  policies,  historical  factors,  natural 
re^Hirces,  levels  of  human  resource  development,  political  stability  and  governance. 
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inirastructare,  sod  climate  -  in  each  (txintry  the  tnterplsy  of  thett  factnn  forms  a  onique 
national  investment  climate  and  local  private  sector. 

Having  said  tbat,  however,  ccnala  generalities  can  and  must  be  made  about  the  Afrkva  private 
sector.  First,  a  (framatic  transitioa  is  uoderway  tbrougliout  Africa.  After  mdming  decxles  of 
one-paity  states  and  excessive  goemmcntal  intHveotion  in  economic  life,  Africa  has  en  baited 
firmly  upon  tbe  path  of  democracy  and  free-market  economies. 

We  have  uptod  fui  inaucIfuUoa  aod  lianspaceocy,  for  openneu  and  competitioo.  Oar  people 
are  demanding,  and  creating,  a  meaningful  role  in  the  systems  which  govern  them.  DenfOcracy 
in  Africa  is  proceeding  in  fits  and  starts  --  we  have  had  setbacks  along  with  our  victori»s.  But 
recent  events  in  Eastern  Europe  and  the  newly-iodependeni  states  of  tf)e  former  SovieJ  Union 
offer  ample  evidence  that  this  process  is  neither  a  simple  nor  an  automatic  one. 
Wc  have  no  doubt,  however,  that  Africa's  mavement  down  the  road  towards  democratic  f -eedora 
is  an  irreversiWe  one. 

On  the  economic  front,  most  .African  governments  have  now  reached  the  inescapable  cot  elusion 
that  the  private  sector  must  serve  as  the  'exigine  of  development'  in  Africa.  They  have 
recognized  that  economic  development  requires  the  ability  to  complete  in  global  markets.  At  the 
same  time  they  have  realized  that  without  a  vigorous  private  sector,  African  countries  cannot 
hope  to  achieve  the  economii:  diversification,  cfficieocy  and  productivity  tiiat  global 
competitrveness  requires. 

A<  a  resuh,  <; weeing  economic  reft-Jfrns  have  been  adr^;>ted,  cfcxigned  fn  renvn'e  the  sta  c  from 
productive  sectors  of  the  economy  and  provide  an  environment  and  supportive  service*  within 
which  the  private  sector  can  prosper.  Red  tape  aixJ  administrative  burdens  are  being  redui  ed,  the 
kgdl  axK]  [egulalcTy  framework  simplified  and  modernized,  overvalued  exchange  rates  tdjusted 
and  protective  trade  regimes  UbenJiied.  Ambitious  programs  to  privatize  state-owned  ent  iprises 
ha\c  been  adopted.  Market  forcc>,  rather  than  bureaucrats,  are  increasingly  determininj.  prices 
and  the  allocation  of  resources. 

Nfcasurts  designed  to  attract  foreign  investment  are  ecntral  to  these  reform  programs,  .'-oreign 
investors  are  being  actively  counted  through  a  range  of  incentives,  including  tax  breaks, 
liberalized  investment  codes  which  allow  full  repatriation  of  profits,  and  the  establish] aent  of 
export  processing  zones.  To  I^olster  foreign  invest<H'  confidence,  a  growing  number  of 
investment  insurance  agreementj  such  as  Investment  Promotion  and  Pnkection  Agnements 
(lPPA)s  and  Overseas  Private  In^'estJnent  Corporation  (OPIQ  agreements  hove  been  slj^icd  by 
African  countries.  Many  have  ahx)  become  members  of  the  Multilateral  Investment  Giirant^ 
Agency  (MIGA)  of  the  World  Bank. 

Mr.  Chairman,  political  and  ecoi>omic  changes  are  proceeding  in  a  omtually  reinforcing  process 
whk-h  tngrthw  arft  crearing  impvecedetrted  opportunities  for  profitable  business  in  A'rica,  a 
continent  of  untold  -  and  largely  untapped  -  agricultural,  mineral,  and  human  resoorcs. 
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Private  entrepreoeurj  thus  face  a  dramatically  improving  busiofess  dinvrte.  nespite  these  budahle 
changes,  bowever,  m^ct  irnpedicocots  reinaiii  to  the  establishment  of  free  aod  open  msAtt 
ecoDomies  in  most  African  countries. 

The  commitmcot  aod  capacity  to  itnplement  rcforsB  varies  widely  amotig  African  counliei.  Some 
countries  have  only  rccentJy  fulJ)'  embraced  economic  reforms  and  measures  to  eiKXTurije  the 
private  sector.  It  will  t&ie  time  to  gain  investor  confkfei>ce  and  overcoihe  a  legacy  itf  state 
controls,  misguided  policies,  protection,  and  public  ownership.  In  addition,  niaritet-<  riented 
economic  reforms  are  often  painful  iohI  die  puyoffs  not  Immediately  apparent,  matdng  it 
politically  difficult  at  timeji  for  African  govenunents  to  stay  the  course  of  refvm. 

The  most  iiapoTtant  structural  impediments  to  private  investment  include:  lack  of  capitil,  lack 
of  technical  expertise,  and  a  dearth  of  adequate  information.  Investment  codes  need  to  b  J  made 
even  mwc  compctrtivc,  kgal  sy5ti:in3  furtbex  roodemizcd  and  oriented  towards  jHTvatc  en  crpriac 
and  private  property  ri^its.  Intni-African  transportation  and  communications  systems  j  lust  be 
made  more  efficient  and  cost  effective.  The  privatization  effort  in  particnlw  is  hampCTec  by  the 
absence  of  capital  and  secraitics  markets  and  by  a  shortage  of  technical  assistance  to  Prepare 
enitrpriscs  for  privatuatioo. 


CREATION  01"  AN  ENTERPRISE  FUND  FOR  AFRICA 

Mr.  Chairman, 

This  is  the  context  witiun  which  we  are  considering  die  creation  of  si  Enterprise  PUkJ  for 
Africa.  We  feel  there  is  an  urgent  need  for  such  a  Fund,  and  in  feet,  before  yoxir  subconmiCees 
m  March  of  1992,  the  African  Business  Round  Table  called  for  the  establishment  of  $X)0  million 
'multilateral  investment  fund. '  Our  proposal  was  also  based  on  the  Enterprise  Funds  for  Poland 
and  Hungary,  as  weD  as  ofl  the  Fjiterprise  fw  the  Americas  Initiative. 

We  are  therefore  delighted  to  see  that  an  Eoieiprise  Fund  for  Africa  is  now  under  serious 
cuniiikrrdliou.  Suvh  a  Fuud  would  help  lu  address  the  Impedliuents  to  pirvate  entreprer  iurship 
and  provide  needed  encouragement  to  governments  to  stay  the  coarse  of  reform  at  this  critical 
point  in  Africa's  transition  to  democracy  and  free  markets. 

The  symbolic  importance,  to  Africans,  of  the  creation  of  this  Fund  for  Africa  cannot  be 
overstated.  A  bold  new  initiative  firom  the  United  States  would  provide  a  tangible  dcnioo itratioo 
that  the  U.S.  is  as  committed  to  democratic  and  economic  freedom  in  Africa  as  it  is  in  other 
parts  of  the  globe.  It  would  confirm  that  the  United  States  is  ready  to  extend  its  ')and  in 
partnership,  to  help  empower  ^/Wca/u  to  promote  African  development. 
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Mr.  Qiainnan, 


An  Enterprise  Fund  fcff  Africa,  like  those  for  Polaod  and  Hungary,  should  promote  the  private 
sector  through  the  provisioa  of  loans,  grants,  equity  investmaots,  feasibility  studies,  technical 
assistance,  traimog,  insurance,  guarantees,  and  related  measores. 

We  would  propose  an  initial  fundiog  level  of  US  $300  million,  phis  overhead  costs,  over  .  three- 
year  period.  We  should  emphasize,  however,  that  the  Fund  should  be  designed  to  play  a 
catalytic  role  in  attracting  other  sources  of  funding  to  {^tvate  sector  projects  in  Africa.  A  key 
fiictuT  iji  delenuiuiiig  (be  success  of  the  Fund  will  tie  in  the  cxtetA  to  which  it  is  able  to  oobilize 
both  local  aod  multilateral  resources  for  a  given  project 

Mr.  Chairroan, 

We  hove  bocs  asked  to  comiDcnt  on  the  difTcrcoccs  that  would  need  to  be  taken  into  occooat  in 
designing  an  Enierprise  Fund  fw  Africa.   I  would  like  to  turn  now  to  some  of  these. 

Unlike  the  countries  of  Eastern  Europe,  entrepreneurial  and  demoo^c  ethics  have  detp  roots 
in  African  history  and  culture.  Wliat  we  are  witnessing  in  Africa  today  is  not  a  tentative  e  nhracc 
of  aHen  concepts  iHit  the  revival  of  a  spirit  that  in  recent  decades  was  stifled  by  unft  rtxraate 
govcnnnent  policies. 

In  addition,  while  the  crumbling  of  tbe  Berlin  Wall  marked  the  beginning  of  Eastern  Eirope's 
transition  to  democracy  and  free  market  economies,  many  African  countries  are  in  tie  very 
advanced  stages  of  stnict\irnl  adj\isJm<mt  -  their  reform  programs  having  t«en  adnpted  a  derjide 
ago. 

The  prsctical  consequetKes  of  these  differences  are  the  existence  hi  Africa  of  both  s  strong 
entrepreoetmal  base  and  a  plethora  of  agencies  --  multilateral,  bilateral,  pan- African,  nrtional, 
and  local  -  working  to  promcrte  tbe  private  sector  in  Africa.  There  is  indeed  no  ack  of 
entrepreneurs  in  Africa,  enirqireaeurs  with  ideas,  creativity,  and  ambition. 

An  Eulcrpiise  Fuinl  fv^  Afrit-a  wuuld  tbacfoie  ha*e  a  rich  base  upua  wtiidi  to  diaw.  the 
exiensive  expertse  of  these  other  agencies,  as  well  as  upon  the  advice  and  experience  of  African 
entrepreneurs  themselves,  in  the  design  and  administration  of  Fund  programs.  These  re  wurces 
were  simply  not  available,  or  were  at  best  limited,  in  the  case  of  the  Polidi  and  Hungary  Funds. 
We  cannot  afford  to  neglect  them  when  structuring  the  Fund  for  Africa. 

The  International  Finance  CorpcH^ition  (IFQ,  the  Africa  Growth  Fund  (AGF),  the  ,\frican 
Project  Development  Facility,  SIFIDA  Investment  Company,  as  well  as  well  as  lilateral 
programs  such  as  PROPARCO  and  the  Commonwealth  Developmem  Corporatioa  are  ancMg  the 
agencies  working  in  privau;  scctoi  promotion  in  Africa.  As  yon  arc  well  aware,  the  Unite  I  States 
government  p^o^^des  assistaoce  tc  the  private  sector  through  USATD,  OPIC,  and  other  ag  ^ncies. 
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Ad  important  ne*  Afrkan  instrumeot  for  the  promotJoo  of  piivale  enterprise  is  the  Priv^?  Sector 
Devclopcoeat  Unit  at  the  African  Develofxnent  Bank.  It  wms  caoceived  and  its  creatioo  assisted 
by  Aftlcan  businesses  tbemselve^,  dtrougb  the  Afilcao  Bosiness  Round  Table  in  oar  cajadty  as 
ao  advisory  body  to  tbe  African  Development  Bank.  With  an  initial  funding  level  if  ^00 
millioo,  ttie  FSDU  provides  term  loans  and  equity  investments  directly  to  private  etterprise 
projects  in  Africa,  widiout  gov(aTiment  guarantees.  A  brochure  on  the  AfDB's  pto\fzm  of 
support  to  private  enterprise  is  attached  to  my  testimony. 


STRUCTURE  AND  PRIORFTIES  FOR  AN  ENTERPRISE  FUND  FOR  AFRICA 

Tbe  Fund  should  be  structured  b)  con^lcmcnt  and  reinforce  tbe  work  of  these  other  i.;encies, 
and  to  help  fill  tbe  gaps  that  exist  in  sappott  for  private  sector  promotioa  in  Africa.  TTk  Jcnumd 
for  capital  and  other  assistance  cannot  be  met  by  existing  ist>grams. 

Relative  to  loans,  equity  finance  is  scarce  in  Afrka.  The  Fund  should  serve  as  an  iuiportant 
provider  of  risk  capital  needed  to  start  up  enterprises  and  for  the  expansion,  moderoizzdon,  or 
diversificalion  of  esjablished  coatpanies.  Equity  inveftmeot  is  also  needed  in  African  f  xaocial 
institutions,  such  as  DeNelc^ment  Finance  Corporations,  commercial  banks,  venture  capital 
companies,  leasing  companies,  aixi  mutual  funds,  so  that  these  institutions  can  more  efixtivety 
assist  the  private  seaor  in  Africa.  The  capacity-building  impact  ot  an  increase  in  capilil  has  a 
significant  multiplier  effect,  since  it  will  strengthen  these  institutions  ability  to  finix;  imny 
private  enterprises.  A  relatively  small  equity  investment  by  the  Fund  could  have  both  i  sound 
developmental  benefit  and  bring  potentially  high  returns. 

As  in  Easttni  Europe,  piivaiiiyuioii  of  previously  siate-owDed  enterprises  b  a  corner  tone  of 
efforts  to  create  market-b<ised  ucononries  in  Africa.  Tbe  Fund  should  maW  assistmce  to 
priv3ti2ation  in  Africa  a  tup  priCTity  in  its  work,  and  develop  creative  new  ways  to  a: si st  the 
privatiiation  effort  in  Africa.  The  sooo-to-be  established  African  Centre  for  Privatizjtion,  a 
capacity -building  institution  that  will  serve  as  an  African  centre  of  excellence  for  the  deve"  opment 
and  implementation  of  privatization  policies,  will  provide  an  ideal  vehidc  fyr  the  Fund*:  efforts 
in  this  regard.  The  Centre  will  draw  primarily  on  African  expertise,  and  will  prjvide  a 
mechanism  fur  cross-  fertilizaticm  of  successful  African  privatizatiOT  policies  and  prcrjects, 
provide  training,  database  serviajs,  research,  and  publicaticms  on  privatization  in  Afiici. 


ASSISTING  SMALL  AND  MEDIUM-SIZED  INDUSTRIES 

Mr.  Chairman, 

Small  and  medium-sized  tndu.stri<s  are  a  wellspring  of  eotrepreneurial  creativity  and  dy.jamism 
m  Africa.  Yet  these  rnduslries  are  tbe  most  starved  for  capital  and  technical  assistance. 
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Africa's  smaU  tnd  OKdhim-sized  companies  arc  least  able  tn  rely  qxm  Africa's  underdeveloped 
capital  maikets  and  weak  banking  syrens  to  raise  capital.  And  most  programs  that  assist  the 
private  sector  in  Africa  arc  oot  structured  to  assist  this  sector.  For  established  agencies  such  as 
[he  PSDU  <axl  (be  IPC.  the  aJmiimtnitivc  cust^i  of  kaiUing  to  and  developing  asriaance  p  xJcages 
for  small  projects  are  {»x>hibitive.  In  addition,  there  are  a  nnittitDde  of  viable  i»:o|ects.  aimed 
at  the  local  market,  for  example,  that  canoot  meet  the  fordga  currency  reqairemeots.  export 
orientatioQ.  and  commercial  tenos  required  by  these  agcades.  They  also  lack  the  iKcessaiy 
technical  expertise  to  prepare  projects  for  fiiuuice. 

A  growing  recogDidon  of  the  importance  of  SMEs  for  the  developmesrt  of  a  strong  privatij  sector 
in  Africa  has  1^  institutioos  such  as  the  IFC  to  create  special  instruments,  such  as  tht  Africa 
Enterprise  Fund  and  the  Mauritiijis  Fund,  to  support  SMEs.  The  APDF  and  AMSCX)  h;  ve  also 
been  establi5hed  to  pro>ide  teclmical  and  managerial  assistance  to  these  enterprises  These 
programs,  however,  simply  cannot  meet  the  demand  for  assistance  from  this  growing  :lass  of 
entrepreneurs  in  Africa. 

1  be  hnterprise  hond  for  Atnca  should  help  fill  the  gap.  The  Fund  should  make  loans  a  railable 
at  lower  rates  of  inieresL,  relax  the  foreign  currency  and  export  (Mentation  requiremejits,  and 
provide  loans  on  more  concewional  terms 

The  Fund  should  also  work  to  e^tpand  the  range  of  frnaiKnal  instnuneots  available  to  sotall  and 
medium  sized  enterprises  In  Africa,  and  should  strengthen  local  credit  mstitunons  and  merchant 
banks.  In  addition  to  providing  equity  investments  and  term  loans,  the  Fund  shoult  create 
irmovaiive  frnancing  mechanisms  to  broaden  and  deepen  local  capital  market. 

As  only  one  example,  the  Fund  should  explore  schemes  such  as  lending  to  individaal,  in  the 
local  population  to  enable  thcni  to  participate  a&  ^Ldii:hulders  in  business  establis'unents, 
particularly  in  {Hivatized  enterprises.  This  would  be  an  innovative  means  of  taxwdenirg  local 
capital  markets.  It  also  would  help  to  buiW  the  entreprcocurial  spirit  among  the  Africai  public 
and  generate  confideQce  in  private  sector  institutions. 


ENCOURAGING  AFRICAN-AMERICAN  JOINT  VENTURES 

Like  the  Polish  and  Hungarian  Fnterprise  Funds,  the  Enterprise  Fund  fix  Africa  shot  id  help 
American  companies  to  take  advantage  of  the  growing  opportunities  for  profitable  invest  oent  in 
Africa  by  facilitating  joint  ventur«  between  American  and  African  firms.  American  fin  js  have 
miKh  to  offer  in  the  way  of  talent,  technology,  finance,  and  employment.  Africais  have 
increasingly  lucrative  oppoTtunit)es  for  profit  to  offer  in  return.  Smaller  and  medimp-sized 
American  ftrms  would  be  ideally  suited  to  take  advantage  of  joint  venture  opportunities  facilitated 
by  the  Fund.  The  Fund  should  concentrate  cm  opening  up  additic«ial  joiat  venture  oppo*  unities 
in  areas  crucial  to  private  sartor  expanMon,  Mir.h  as  ftnaDcial  services,  insuntnce,  and  guaiantees. 
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IMPORTANCE  OF  AGRICULTURE 
Mr.  Chairman, 

Agriailture  scccwnts  for  the  hulk  iff  en^Joymeot  aixl  income  in  AJfrica.  To  promote  broad  i^jased, 
equitable  development,  the  Fund  should  concentrate  a  considerable  portjon  of  its  assist  jnce  on 
agriculture-based  Industries.  Most  African  economies  remain  reliant  on  the  expGst  of  jaiaoary 
comroodlties.  Economic  divcrsifluition  is  csvaitial  fut  AIitlh  to  xcduce  its  vuloerabilit?  to  the 
vagaries  of  weather  and  adverse  internaiional  economic  conditions. 

The  Fund  sboukJ  tbeiefbre  corxjcntrate  on  doi»TBtream  agricnlturc-bascd  industries  that  atd  vahie 
to  Africa's  primary  products  and  generate  business  in  secondary  industries.  The  develop  oent  of 
a  i\)l)usi  uuuufactuiin^  sector  nnist  be  actively  encouraged  in  Fund  programs. 

A  CONTINENT  WIDE  SCOPE;  A  COUNTRY-SPECIFIC  APPROACH 

Mr.  Cbainmn, 

I  ha«  discussed  Africa's  vastness  and  its  diversity.  This  has  important  implications  for  the 
functioning  of  the  prqxjsed  Fund.  We  believe  that  the  Fund  should  he  continaa-widt ,  rather 
than  regiooal,  in  scc^,  in  that  any  African  country  that  meets  tiie  criteria  spelled  ou,  below 
would  b«  «ligibl*  for  assistance. 

However,  while  the  scope  of  die  Fund  diould  be  corrtinent-wide,  the  approach  of  the  ftiJd  must 
he  country  specific  if  it  is  to  be  cttecdve.  Programs  must  be  designed  takmg  into  account  all 
the  factors  which  comprise  the  iiivestment  climate  in  a  given  country,  which,  as  we  ha  "e  seen, 
may  differ  signiiicandy  &om  that  in  aoothef  African  iwtion.  A  decentralized,  field-oriented, 
country  by  country  approach  is  in  our  view  the  wily  viable  and  cost-effective  one. 

We  believe  that  those  African  co<intries  that  are  seriously  pursuing  economic  refirnm.  an  J  taking 
coocr^e  steps  to  promote  domestic  and  priAOte  investment  should  be  giveo  priority  for  a?  distance 
from  the  Fund.  Assistance  will  l)e  most  effective  if  it  is  targeted  towards  those  countrie ;  where 
the  conditions  are  right.  Since  we  fitrmly  believe  that  democracy  and  free  maricets  must  jo  hand 
in  hand,  only  those  African  countfies  that  are  firmly  erabarted  on  the  road  to  democrar-  should 
be  eligible.  Such  cuuntiy  spucifi-  actiuu  will  piovide  additiooal  luceotives  to  countries  not  yet 
fully  commitied  to  economic  and  political  reform. 
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EMPOWERMENT:  BUILDING  CAPAQTY  IN  THE  AFRICAN  PRIVATE  SECTbR 

Tbe  hund  will  be  nx>st  effective  if  is  designed  to  tmitd  Aflican  capadsj^,  tu  empv>^cr  Ok 
African  private  sector  and  African  institutions. 

Uoliie  Poland  and  Hongary,  AMca  has  a  oniititDde  of  indigenous  institutiobs  worldng  to 
ptxyroote  the  private  sector.  The  1-und  should  endeavor  to  work  through,  and  strengthe  i,  stich 
Institutions  lo  tlie  maximuni  cxttaH  Fouilile. 

Institutioos  working  to  build  African  capacity  in  the  private  sectw,  such  as  die  Private  Sector 
Development  Unit  at  the  African  Development  Bank,  tbe  African  Export-Traport  Bait,  the 
African  Centre  for  Privatization  in  Africa,  as  well  as  regional,  national,  and  load  insti  wtions, 
should  reccrve  strung  support  from  the  fund.  The  Fund  should  cooperate  with  these  a^eocies 
both  in  the  developmoit  and  iirrplfmcntation  of  projects  and  programs  to  assist  the  private  sector. 
I  have  aheady  addressed  the  need  fw  the  Fond  to  strengtfien  indigenous  financial  instititjoos. 

African  expertise,  African  consultants,  and  African  services  should  be  utilized  and  develtiped  to 
the  ^eatest  extent  possible  in  all  Food  activities.  Above  all,  private  entrepreneurs  tbeioselves 
must  be  thoroughly  involved  in  project  design  wA  implementation. 

Encouraging  the  use  of  African  services  in  joint  ventures  with  U .  J>.  companies  in  areas  5Dch  as 
insurance,  investment  banking  and  accounting,  for  example,  will  help  develop  long-term  homan 
resource  capacity  in  these  crucial  areas  of  business 

Selection  critaia  for  {sojects  to  receive  assistance  from  the  Fund  should  reflect  titis  oviTiiding 
empowerment  objective.  The  FujxI  should  give  priority  to  enterprises  that  use  local  resources, 
lead  to  efficient  import  sobsutution,  create  emplo>iiient  and  promote  transfer  of  managen  eat  and 
technology. 

Wben  providing  finance,  tbe  Fund  should  be  designed  to  serve  as  a  catalyst  for  the  geiieration 
of  locaJ  counierpan  funds.  In  dii;.  Txrgard  we  wyuld  uigc  adhticavt  by  the  Fund  to  the  fc bowing 
three  tenets,  to  the  maximum  extent  feasible:  1)  that  the  development  of  local  owner  and 
operator  funds  be  encourased;  2)  that  the  monies  of  local  owners  and  c^)erat0fs  be  put  at  risk; 
and  3)  that  the  principal  contrib\rtion  of  tbe  Fund  be  limited  lo  leveraging  the  c^tal  H  local 
owners  and  c^-aton.  These  tenets  must,  however,  be  applied  with  flexibility  in  Afriai.  The 
challenge  will  be  to  devise  cixaitivc  techniques  to  mobilize  local  resoarces,  porticularij  among 
SMEs. 

Finally,  tbe  Fund  should  be  desi^^ied  to  ensure  that  loans  and  equity  investments  are  nude  only 
in  projects  that  bold  cwt  good  prospects  for  profits  and  offer  a  satisfactory  economic  rate  of 
return.    Wttboai  fmancial  viability  tibere  can  be  no  sustained  developmental  benefil. 


61 


COORDINATION 

Mr.  Chainmn,  I  have  previousty  alluded  to  the  necessity  for  the  Fund  to  draw  upon  die  \}\e\botz 
of  established  agencies  working  iii  private  sector  promotioo  in  Africa.  The  Fond  must  cxn  rdinate 
closely  with  these  agencies  in  ail  areas  ■-  on  project  developmcnl  and  identification,  manjgement 
advisory  services,  co-fixancing,  and  policy  fonnolation. 

By  joining  effbits  with  these  organizations,  the  Fund  will  be  able  to  id^tify  viable  prt  jects  at 
minimal  cost,  as  well  as  the  airas  where  other  sources  of  assistance  are  not  axiuflble  at 
rca5ooable  terms.  The  Fund  should  play  a  catalytic  roic  also  in  bringing  together  p^ential 
investors  and  creditors  to  promote  viable  projects. 

Indeed,  collaboration  shoukl  begin  at  the  drafting  stage.  We  would  urge  the  Congress  ti)  solicit 
the  input  of  multilateral,  bUateral,  and  African  agencies  when  drafting  the  legislation  for  the 
Fund,  in  order  to  incorporate  the  lessons  they  have  learned  in  designing  and  administering  private 
sector  promotion  prograjns  in  Africa .  This  will  be  particularly  important  if  the  Fund  is  u  •  attraa 
additional  (^pitnl  for  the  Food's  programs  firom  many  of  these  agencies. 


LOCATION  OF  HEADQUARTERS 

Mr.  Chairman, 

Wc  strongly  recommend  dial  ibe  opcTiitiunal  headquarters  of  ilie  Fund  be  located  in  Africj.  fins 
will  be  crucial  if  the  Fund  is  to  meet  its  empowerment  objectives,  ensure  meioingful 
coUaborabon  with  Africans  and  African  institutions  and  design  assistance  programs  ihat  are 
responsive  to  r^>idJy  changing,  and  widely  varying,  local  conditions  in  Africa.  It  will  be  <tie  only 
way  to  implement  the  decentralized,  field-oriented  approach  that  is  necessary  for  Afriia.  The 
Fund's  operotional  managers  should  inchidc  Africans  who  have  both  CAlciuive  private  sa  ior  and 
intematJoiffli  finance  expcrieoce. 

ADMINISTRATION 

The  Fund  should  be  managed  to  the  maxinmm  extent  possible  as  a  for-profit  company,  and  be 
isolated  from  political  considerations.  This  will  ensure  that  the  decisions  taken  will  be  th^se  that 
reinforce  reliance  upon  the  development  of  real  market  dynamics  in  the  countries  in  v  hich  it 
operates. 
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Simikrly,  every  precaution  must  be  taken  to  minimiyg  the  administrative  r^ations  t;f\  'red 
tape  associated  wiih  tbe  operations  of  tbe  new  ftind.  Too  often,  assistance  programs  mtfror  itie 
bureaocratic  evih  that  we  are  necking  so  hard  to  eliminate  in  our  governments,  aoii  entail 
administrative  burdens  that  our  oisceat  private  sector  operators  can  ill-afford.  Tbe  Pm4  must 
be  administered  according  to  the  business  principles  of  efficiency  and  flexibility.  Strea  nlioed, 
flexible  procedures,  clear  guidelines,  and  delegatioo  of  authority  will  be  essential. 


THE  POUCY  ENVlKONTvfENT 

Mr.  Chairman, 

No  amount  of  finance  and  techm<:al  soppcat  will  empower  the  private  sector  in  Africa  i  ^  we  do 
not  simultaoeouily  address  constraints  in  tbe  enabling  environmcrt  for  private  investmen  .  Only 
if  that  environment  is  fH\orable  to  private  invesUnent  will  assisted  private  sectOT  projects  vcceed 
and  pave  the  way  for  new  commercial  investment,  both  domestic  and  foreign. 

Tbe  Fund  should  suj^xjrt  credible  African  institutions  that  are  woildng  to  improve  th(  policy 
environment  for  investment.  Working  with  these  agencies,  tbe  Fund  should  identify  where 
techmcal  assistance  Is  ocetJcd  by  governments  that  are  committed  to  refcrm  but  face  piublems 
of  implementation. 


A  SYMBOL  OP  U.S.  LEADERSHIP  AND  CX)MMITMENT 


Mr.  Chairman, 

Tbe  droc  for  Africa's  dependence  on  haud-outi  is  past.  Tbe  1990s  mi  beyond  (.all  for 
partnership  with  tbe  international  community.  Africa  is  doing  its  part  -  what  is  requiiJd  now 
are  measures  which  will  ton^leroent  our  own. 

We  believe  that  the  United  States,  as  tbe  world's  shining  example  of  economic  and  denocratic 
freoJom,  has  an  important  sl^ike  in  seemg  the  triumph  of  tbe^c  principles  in  Africa. 

We  also  believe  that  as  positive  as  the  initial  responses  from  the  U.S.  business  communi,-y  have 
been,  there  remains  scope  for  considerable  expansion  of  trade  and  investment  ties  betwijen  tbe 
U.S.  and  Africa. 
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Mr.  Chmnaan,  tbe  Uaited  Static  can  lead  the  developed  world  in  the  formatioa  ol  a  new 
partnership  with  Africa.  Tbc  creation  of  a  U.S.  Enterprise  Fund  for  Africa  would  recogiize  and 
encourage  Africa's  movcTuent  toward  free- market  economies  and  democracy,  and  bolirtw  the 
emerging  forces  of  private  initiative  and  free  trade  which  are  today  in  the  ascendance  io  \firica. 

We  commeDd  you .  Mr .  Chairman ,  and  your  colleagues  for  your  leadership  and  your  comi  oltment 
to  Africa.  We  stand  ready  to  woilc  with  you  at  every  stage  of  the  Fund's  development  U  ensure 
that  tbe  Fund  fosten  an  effective,  mutually  beneficial  partnership  between  the  U.S.  and  \frica. 

I  thank  you  once  again  fur  inviting  us  to  testify  today.  I  would  be  pleased  to  a&s\;cr  any 
questions  that  you  and  your  coUca^es  may  have. 
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ACCESS  AFRICA 

INTERNATIONAL.  INC 

TESTIMONY  OF  HUBERT  S.  SHAIYEN,  PRESIDENT 

ACCESS  AFRICA  INTERNATIONAL 

BEFORE 

THE  HOUSE  SUBCOMMITTEE  ON  ECONOMIC  POLICY, 

TRADE  AND  ENVIRONMENT 

AND 

THE  HOUSE  SUBCOMMITTEE  ON  AFRICA 

TUESDAY  OCTOBER  19,  1993 


Chairman  Gejdenson,  Chairman  Johnston  and  distinguished  members  of  both 
subcommittees,  thank  you  for  this  opportunity  to  share  Access  Africa's  thoughts  with  you 
on  the  subject  of  an  Enterprise  Fund  for  Africa. 

First,  permit  me  to  give  you  some  background  on  the  organization  I  represent. 
Access  Africa  International,  Inc.  a  Washington,  D.C.-based,  non-profit  organization, 
evolved  at  the  initiative  of  a  cross-section  of  African  and  American  professionals  and 
entrepreneurs  who  saw  the  need  for  innovative  and  pragmatic  solutions  to  Africa's 
economic  development  challenges.  Our  objective  is  to  promote  private  sector 
development  in  Africa  through  private  business  relations  between  the  United  States  and 
Africa.  The  organization's  membership  consists  of  a  diverse  group  of  accomplished 
professionals,  many  of  whom  were  born  in  Africa  and  maintain  their  linkages  with  friends 
and  family  who,  in  many  cases,  are  business  leaders  and  decision  makers  at  the  highest 
levels  of  government  and  private  industries.  This  results  in  a  familiarity  with  Africa's 
socioeconomic  landscape  that  has  enabled  the  organization  to  be  effective  in  its  efforts 
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to  promote  a  private  sector  agenda  for  Africa. 

Since  its  inception,  Access  Africa  has  hosted  a  variety  of  activities  designed  to 
educate  potential  U.S.  investors  about  investment  opportunities  in  Africa.  As  part  of  its 
growing  commitment  to  private  sector  development.  Access  Africa  recently  launched  in 
Accra,  Ghana,  the  Access  Africa  Enterprise  Corps  (AAEC)  program,  the  objective  of  this 
program  is  to  provide  management  consulting  services  to  entrepreneurs  In  Africa  in  order 
to  assist  them  to  operate  and  expand  their  small  and  medium-sized  businesses  and  to 
direct  U.S.  capital  and  expertise  towards  the  private  sector  in  Africa.  Access  Africa 
International  seeks  to  expand  AAEC's  services  to  cover  other  African  countries. 

To  give  increased  priority  to  environmental  protection  in  Africa,  Access  Africa  is  in 
the  process  of  establishing  the  Africa  Green  Exchange.  By  facilitating  the  exchange  of 
university  researchers  between  the  U.S.  and  Africa,  this  program  is  designed  to  raise 
awareness  in  Africa  about  the  importance  of  pursuing  development  in  an  environmentally 
sustainable  fashion,  while  also  sensitizing  U.S.  environmental  professionals  to  the 
peculiarities  of  the  African  situation. 
Ai        The  Reform  Process  In  Africa 

Sub-Saharan  Africa  is  in  the  midst  of  unprecedented  change  -  political,  economic 
and  social.  Politically,  the  last  two  years  have  seen  a  large  number  of  countries  in  the 
region  undergo  transitions  from  military  dictatorships  or  one-party  states  into  multi-party, 
democratically-elected  governments.  Economically,  many  African  countries  have 
undertaken  far-reaching  structural  adjustment  measures  aimed  at  macroeconomic  reform. 
They  have  increasingly  liberalized  their  economies  to  give  the  private  sector  a  prominent 


66 

role  as  the  engine  of  economic  growth,  and  have  sought  to  make  their  economies  more 
conducive  to  foreign  investment. 

Socially,  greater  democratization  and  improved  economies  together  imply 
increased  individual  freedoms  and  human  rights.  A  more  educated  populace  means 
better  standards  of  living  and  greater  opportunities  for  women  and  other  traditionally 
deprived  groups  in  Africa.  A  growing  recognition  of  the  importance  of  preserving  the 
environment  is  now  evident  in  the  region,  a  development  with  important  implications  for 
the  rest  of  the  world. 

No  doubt,  the  end  of  the  cold  war  has  given  impetus  to  these  developments.  The 
U.S.  is  well-placed  to  influence  the  direction  of  change  in  Africa,  and  to  ensure  that  the 
substantial  gains  made  in  the  region  over  the  last  decade  or  so  are  consolidated.  The 
process  of  reform  has  by  no  means  been  smooth,  and  U.S.  support  of  reform  efforts  in 
African  countries  is  essential  if  their  momentum  is  to  be  maintained. 

One  crucial  area  in  which  the  U.S.  can  have  a  significant  impact  is  in  the 
development  of  Africa's  private  sector.  After  decades  of  state  control,  the  governments 
of  many  African  countries  have  begun  to  withdraw  from  their  involvement  in  a  broad 
range  of  activities.  A  good  number  of  countries  have  developed  privatization  programs 
with  varying  degrees  of  success,  and  have  encouraged  local  and  foreign  investors  to 
participate  in  the  divestment  of  state  enterprises.  Entrepreneurship  has  never  been 
lacking  in  Africa,  and  a  more  liberal  business  environment  has  fostered  the  development 
of  a  broad  variety  of  microenterprises  in  the  largely  unregulated  informal  sector.  More 
formal  enterprises  in  the  region  tend  to  be  relatively  small  and  often  lack  managerial 
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expertise  and  adequate  capital. 

B.        Why  should  the  U.S.  establish  a  US-Africa  Enterprise  Fund? 

1 .  Tine  considerable  progress  made  by  several  African  countries  in  developing  their 
private  sectors  offers  the  U.S.  an  opportunity  to  make  an  important  and  lasting 
contribution  to  the  region's  economic  development.  By  providing  financial  support  to 
private  sector  entities  in  these  countries,  the  U.S.  would  be  rewarding  their  refomi  efforts 
while  also  demonstrating  its  continuing  commitment  to  the  region,  and  lending  credibility 
to  their  adjustment  programs. 

2.  The  establishment  of  an  Enterprise  Fund  for  Africa  would  expand  U.S.  international 
business  by  offering  US  investors  the  opportunity  to  expand  their  activities  to  cover  an 
area  hitherto  largely  unknown  to  them.  Africa  remains  a  relatively  untapped  market  with 
huge  returns  on  investment  at  levels  unavailable  in  the  U.S. 

3.  Increased  US-African  business  relations  would  inevitably  increase  US  exports  to 
Africa,  as  African  countries  import  plant  and  machinery  to  enhance  production,  and  as 
individuals  acquire  a  taste  for  US  consumer  goods. 

4.  A  transfer  of  US  technology  and  innovative  processes  would  be  effected  through 
US  joint  venture  investments  in  Africa.  This  would  lead  to  improved  living  standards  while 
also  expanding  the  international  market  for  U.S.  technology. 

5.  An  Enterprise  Fund  for  Africa  would  provide  much-needed  foreign  exchange  to 
small  and  medium-scale  enterprises  in  Africa,  thus  expanding  their  access  to  international 
sources  of  credit. 
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6.  By  funding  small  projects  in  Africa  through  financial  intermediaries,  the  Enterprise 
Fund  would  be  playing  an  important  role  in  financial  system  reform  and  capital  market 
development. 

7.  Through  training  and  exposure  to  modern  business  practices,  the  Fund  could 
enhance  the  managerial  and  entrepreneurial  capacity  of  African  private  enterprises.  The 
shortage  of  qualified  managers  is  a  major  constraint  to  private  sector  development  in  the 
region,  and  this  could  be  addressed  through  the  capacity  building  element  of  the 
proposed  facility. 

8.  By  involving  local  consultants  in  the  design,  appraisal  and  implementation  of 
projects,  the  Enterprise  Fund  would  enhance  the  local  consulting  capacity  of  African 
countries.  Technical  assistance,  which  has  been  provided  freely  by  several  international 
aid  agencies,  has  been  of  limited  effectiveness  in  Africa.  There  is  no  substitute  for  the 
development  of  local  consulting  expertise. 

9.  A  U.S.  Africa  Enterprise  Fund  could  devote  a  portion  of  its  financing  to  projects 
promoting  the  environmental  protection  objectives  of  the  country.  The  Fund,  by  ensuring 
that  all  projects  comply  with  environmental  regulations  could  also  promote  general 
environmental  responsibility  in  the  African  private  sector  while  encouraging 
environmentally  sustainable  development. 

10.  By  allocating  some  of  its  resources  specifically  to  women  entrepreneurs,  the  Fund 
would  be  helping  to  increase  opportunities  for  African  women  who.  in  many  African 
societies,  have  a  long  tradition  of  commercial  activity. 
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11.  us  assistance  to  the  African  private  sector  would  greatly  enhance  the  impact  and 
effectiveness  of  US  aid  there.  Investing  directly  in  the  private  sector  would  avoid  the 
bureaucratic  delays  and  inefficiencies  that  generally  characterize  lending  to  public  sector 
entities. 

12.  Successful  private  sector  development  in  African  countries  would  lend  credibility 
to  their  democratic  reform  efforts,  thereby  encouraging  similar  reforms  in  other  countries 
and  demonstrating  the  benefits  of  a  free  market  system.  For  the  momentum  of 
democratic  reform  to  be  maintained,  free  enterprise  must  be  seen  to  work  effectively. 
Othenvise.  countries  with  a  tradition  of  socialist  systems  which  have  undergone  political 
transition  could  quickly  slip  back  into  more  centralized  systems,  thus  negating  the  efforts 
of  the  proponents  of  capitalism. 

1 3.  In  many  countries  around  the  world,  the  private  sector  is  the  largest  employer  of 
people.  Private  sector  development  in  Africa  would  help  create  jobs,  thus  raising  the 
standard  of  living  of  a  large  segment  of  the  population.  U.S.  personnel  practices  and 
employment  standards  will  inevitably  be  passed  along  to  the  host  countries  and  could 
help  to  improve  the  working  conditions  of  some  private  sector  entities  in  the  region. 

C.        Some  Suqoested  Features  Of  The  Enterprise  Fund 

*  The  Fund  would  be  designed  to  cover  the  whole  of  the  Sub-Saharan  African 
Region.  Sub-Saharan  African  countries  generally  share  common  characteristics: 
undeveloped  capital  markets,  widespread  poverty,  limited  capacities,  dependence  on 
primary  commodities,  limited  industrial  base,  low  capital  levels,  weak  management, 
cultural  similarities,  etc.    North  African  countries  are  generally  grouped  with  the  Middle 
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East  and  could  more  appropriately  be  addressed  separately. 

All  countries  in  Sub-Saharan  Africa  would  be  eligible  to  benefit  from  the  Fund, 
subject  to  a  predetermined  set  of  criteria.  The  funding  would  be  made  available  only  to 
the  private  sector  and  would  be  driven  by  the  existence  of  viable  projects  in  each  country, 
not  by  country  allocations.  However,  in  the  interest  of  equity,  and  also  in  order  to  hedge 
against  country  risk  through  diversification,  limits  would  be  placed  on  total  exposure  in 
any  given  country. 

*  While  the  definition  of  a  small  business  in  the  U.S.  is  well  defined,  the 
definition  of  small  business  in  the  African  context  will  require  some  definition.  While 
recognizing  that  a  large  number  of  the  businesses  that  will  be  best  positioned  to  take 
advantage  of  the  Fund's  services  are  established  concerns,  we,  however,  do  not  believe 
that  the  Fund  should  be  designed  to  support  the  expansion  programs  of  large  multi- 
national corporations.  Furthermore,  we  recognize  that  micro-enterprises  represent  a  large 
proportion  of  the  African  business  environment  and  a  significant  portion  of  the  Enterprise 
Fund  should  be  specifically  targeted  towards  supporting  micro-enterprise. 

*  Consistent  with  other  international  enterprise  funds  created  by  the  U.S.,  the 
Enterprise  Fund  for  Africa  should  take  into  account  such  considerations  as  internationally 
recognized  worker  rights,  human  rights,  environmental  factors,  U.S.  economic  and 
employment  effects,  and  the  likelihood  of  commercial  viability  of  the  activities  which  are 
supported  by  the  Fund.  In  addition,  we  believe  that  the  Fund  should  place  emphasis  on 
the  direct  and  indirect  job  creation  potential  of  its  projects.  The  political  environment  of 
the  host  country  and  its  progress  with  economic  reform  should  also  be  considered  as 
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factors  in  determining  the  eJigibility  of  various  countries  for  access  to  the  Fund. 

*  Because  many  African  economies  are  at  a  relatively  early  stage  of 
development,  it  is  important  to  focus  the  Fund's  resources  on  projects  that  enhance 
productivity  in  host  countries.  Projects  in  such  areas  as  agriculture,  and  mining, 
infrastructure,  manufacturing  and  finance  would  therefore  receive  greater  priority  than 
projects  in  such  areas  as  wholesale  and  retail  trading.  With  respect  to  finance,  emphasis 
should  be  placed  on  merchant  and  investment  banking  projects  that  support  private 
sector  development  as  well  as  mortgage  banking  projects  that  support  housing 
development  and  home  ownership.  Agricultural  and  mining  projects  should  focus  on  the 
storage,  processing  and  distribution  of  local  resources.  Infrastructure  projects  should  be 
focused  on  telecommunications,  energy,  construction,  storage  and  transportation. 
Relative  to  manufacturing,  the  fund  should  ensure  that  it  supports  activities  that  involve 
a  reasonable  percentage  of  local  content  in  the  manufacturing  process.  Also, 
manufacturing  projects  in  particular  should  employ  intermediate  technologies  that  can  be 
maintained  over  the  long-term  in  the  context  of  developing  countries. 

*  Due  to  the  significant  costs  of  developing  feasibility  studies  and  business 

plans  for  attractive  private  sector  ventures,  many  viable  projects  in  Africa  cannot  be 
implemented.  We  therefore  recommend  that  the  Fund  develop  a  feasibility  grant  program 
that  would  provide  grants  toward  the  development  of  feasibility  studies  and  business 
plans.  The  program  should  be  designed  to  provide  up  to  fifty  percent  of  the  cost  of  such 
studies  and  it  is  recommended  that  approximately  10  percent  of  the  Funds  resources 
should  be  designated  for  this  purpose. 
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*  The  Fund  could  benefit  from  the  large  talent  pool  of  qualified  professionals 
and  entrepreneurs  from  different  African  countries  here  in  the  U.S.  They  could  serve  as 
a  fundamental  bridge  between  the  U.S.  business  environment  in  which  they  operate  and 
the  African  landscape  they  are  familiar  with.  Therefore  we  would  recommend  that  such 
individuals  be  considered  for  a  seat  on  the  Board  of  Directors. 

In  addition,  due  to  the  limited  number  of  people  who  can  serve  on  the  board, 
Access  Africa  recommends  an  establishment  of  a  Business  Advisory  Council  of  African 
Professionals  in  the  U.S.  that  would  serve  the  purpose  of  providing  input  and  assessment 
to  the  Fund  relative  to  its  activities  on  a  bi-annual  basis.  At  least  one  member  of  the 
Business  Advisory  Council  should  be  a  member  of  the  Board  of  Directors.  The  Business 
Advisory  Council  would  also  serve  as  a  vehicle  for  identifying  and  recruiting  talented 
African  professionals  for  consulting  assignments  and,  managerial  and  technical  positions 
which  result  directly  and  indirectly  from  the  activities  of  the  Fund. 

*  Access  Africa  recommends  that  the  Fund  should  make  special  efforts  to 
support  projects  in  host  countries  that  have  recently  experienced  large  scale  civil  unrest 
and  even  wars  on  the  road  to  democratization.  Many  of  these  countries  need  to  embark 
on  massive  reconstruction  programs  in  order  to  redevelop  the  infrastructure  for  economic 
development  and  their  entrepreneurs  may  be  initially  be  disadvantaged  from  participating 
in  the  Fund.  Assistance  from  the  Fund  should  therefore  be  targeted  toward  private  sector 
sponsored  projects  that  assist  in  the  redevelopment  of  private  sector  activities  in  such 
countries. 
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*  In  as  much  as  the  Enterprise  Fund  for  Africa  is  a  private  non-profit 
corporation,  Access  Africa  recommends  that  its  enabling  legislation  provide  it  with  direct 
access  to  executive  branch  agencies  in  order  for  the  Fund  to  obtain  direct  services  and 
support  for  its  activities.  Specific  emphasis  should  be  placed  on  the  relationships  with 
the  Department  of  Commerce,  Overseas  Private  Investment  Corporation  (OPIC),  Trade 
Development  Agency  (TDA)  and  the  U.S.  Agency  for  Intemational  Development  (USAiD). 

*  In  arriving  at  a  suggested  funding  level  of  $400  million  for  the  Enterprise 
Fund,  to  be  provided  by  the  U.S.  government,  with  an  additional  amount  to  be  solicited 
from  the  U.S.  private  sector,  we  have  taken  into  consideration  the  current  state  of 
economic  development  in  SubSaharan  Africa,  its  large  population  (over  400  million),  and 
the  number  of  countries  which  will  be  potentially  served.  This  is  particularly  important 
since  the  investment  of  resources  must  be  provided  at  a  level  that  will  ensure  a 
productive  return  on  investment  while  also  making  a  significant  impact  within  the  region. 

*  Integrating  environmental  considerations  with  economic  policy  is  considered 
a  priority  by  Access  Africa.  The  proposed  Enterprise  Fund  through  its  projects  should 
seek  to  address  the  need  for  an  environmental  protection  strategy  that  balances 
sustainable  economic  growth  with  appropriate  environmental  management.  The 
environmental  impact  of  all  project  and  program  applications  should  therefore  be  a 
specific  consideration  in  the  provision  of  funding. 
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How  should  a  U.S.  Africa  Enterprise  Fund  (USAEF)  be  structured? 
Objective 

The  USAEF  would  be  established  with  the  objective  of  contributing  to  private 
sector  development  in  Africa  through  inter  alia: 

(i)        direct  equity  investments  in  African  private  sector  entities; 

(ii)       direct  loans  to  African  private  sector  entities; 

(iii)  equity  investments  and  loans  to  small  and  medium-scale  enterprises 
and  microenterprises  in  Africa  through  African-based  financial 
intermediaries  (i.e.  commercial  bemks,  merchant  banks,  investment 
banks,  venture  capital  companies,  mortgage  banks,  development 
banks,  etc.); 

(iv)  joint  venture  investment  arrangements  between  U.S.  investors  and 
African  private  sector  entities; 

(v)       portfolio  investments  in  African  stock  markets; 

(vi)       development  of  African  capital  markets; 

(vii)      development  of  local  consulting  capacity; 

(viii)  provision  of  consulting,  training,  technical  assistance  and  capacity 
building  services; 

(ix)       investment  promotion  assistance;  and 

(x)       mobilizing  additional  capital  through  leveraging  activities. 
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Structure 

The  structure  of  the  proposed  USAEF  would  be  as  illustrated  in  the 

attached  diagram: 

The  US  Africa  Enterprise  Fund  would  be  a  private,  tax-exempt  corporation 
established  by  an  Act  of  U.S.  Congress,  with  an  independent  Board  of  Directors.  The 
Enterprise  Fund  would  be  established  with  a  mandate  to  pursue  the  objectives  stated 
earlier.  The  Fund  would  be  managed  by  proven  experts  in  the  private  sectors  of  the  U.S. 
and  Africa.  The  Board  of  Directors  would  also  consist  of  both  US  and  African  members. 
The  inclusion  of  Africans  in  the  management  of  the  Fund  is  crucial  if  its  objectives  are  to 
be  met,  because  of  their  familiarity  with  the  African  business  environment 

The  Enterprise  Fund  would  be  headquartered  in  the  United  States,  given  its 
proximity  to  the  Internationa!  capital  markets  and  the  existence  of  modern  facilities, 
communications,  etc.  If  and  when  considered  expedient,  the  Fund  may  open  field  offices 
in  Africa. 

The  Enterprise  Fund  would  obtain  funding  as  follows: 

(a)  U.S.  Government:  The  U.S.  Government  would  make  available  to  the  Fund 
a  grant  in  the  amount  of  $400  million  for  a  three-year  program  period.  The 
Enterprise  Fund  would  be  authorized  to  hold  funds  in  interest-  bearing 
accounts  and  a  variety  of  conservative  financial  instruments,  and  to  retain 
for  program  purposes  any  interest  earned  on  such  deposits. 

(b)  Capital  Markets,  Institutional  Investors.  Pension  Funds,  etc:  The  Fund 
would  be  authorized  to  obtain  funds  from  U.S.  institutional  investors  and  the 


76 


w 

CO 

c- 

US  Consultants 
and  Trainers 

r 

African 
Consulta 

r 

IL 

Joint 
Ventures 

► 

US  Private 
Investors 

r 

J 

^ 

^r 

k. 

Capacity 

Building 

Program 

k 

CO 

a> 

•c 
.2 

1 

% 
a 
•o* 
a 

3 
CO 

r 

r 

1 

c 

0) 

E 
E 

§ 
o 

CO 

' 

r^ 



^ 

k 

r 

Loan 
Program 

US-Africa  Enterprise 
Fund 

k. 

1 

^ 

c 

E 

1 

£ 
a 

r 

r 

w 

international 

Capital 

Markets 

Wr— 

► 

Equity 
Program 

i 

i 

f 

r 

» 

' 

^ 

Institutional 
Investors 

k 

•2  i 
o  ™ 

Stock 
Markets 

P 

77 


international  capital  markets  for  the  purpose  of  investing  in  portfolio  program  and  the 
Equity  Program. 

(c)  U.S.  Private  Investors:  Private  investors  based  in  the  U.S.  would  be 
encouraged  to  enter  into  joint  venture  agreements  with  African  private 
sector  entities. 

(d)  U.S.  Consultants  and  Trainers:  US  consulting  firms  and  trainers  would 
provide  assistance  through  the  Capacity  Building  Program  in  the  delivery 
of  consulting  and  training  services  to  African  financial  intermediaries  and 
other  private  sector  entities  in  Africa.  Furthermore  they  would  help  develop 
local  consulting  capacity  in  the  region. 

The  Enterprise  Fund  would  operate  its  activities  through  four  main  programs:  portfolio; 
equity;  loan;  and  capacity  building; 

The  Portfolio  Program  would  be  established  to  provide  a  specialized  investment 
vehicle  designed  to  invest  in  a  diversified  portfolio  of  securities,  primarily  in  the  listed 
equity  securities  of  African  companies.  It  would  largely  rely  on  funds  provided  by 
institutional  investors.  Its  primary  objective  would  be  to  achieve  long-term  capital 
appreciation  principally  through  investments  in  the  listed  equity  securities  of  African 
companies.  A  portion  of  the  program's  assets  may  be  invested  in  equity  and  quasi- 
equity  securities  of  unlisted  companies.  Given  limited  access  in  many  Afi'ican  countries, 
the  Program  would  initially  focus  on  investment  opportunities  in  countries  with  more 
developed  capital  markets  such  as  Zimbabwe,  Nigeria,  Kenya,  Botswana,  Ghana, 
Mauritius,  and  Cote  d'lvoire.     As  the  Enterprise  Fund's  support  of  capital  market 
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development  efforts  in  the  other  countries  begins  to  bear  fruit,  the  Portfolio  Fund  will 
expand  its  investments. 

The  Portfolio  Program  is  expected  to  play  an  important  role  in  the  development  of 
thg  African  Securities  markets.  The  benefits  for  African  economies  are  expected  to  be 
substantial.  If  successful,  the  Program  woulo  encourage  additional  flows  of  foreign 
portfolio  investment  to  Africa.  This  would  in  turn  contribute  to  the  increased  liquidity  and 
efficiency  of  the  African  securities  markets  and  make  it  easier  for  local  fimns  to  raise 
capital  to  finance  new  projects.  Furthermore,  through  its  professional  approach  to 
securities  analysis  and  its  long-term  perspective,  the  Program  would  contribute  to  the 
introduction  of  modern  portfolio  management  techniques  and  approaches  to  investment 

The  Program  would  be  capitalized  at  $100  million,  to  be  obtained  from  institutional 
investors,  pension  funds,  and  large  U.S.  based  companies.  It  would  be  managed  by  a 
reputable  U.S.-based  investment  management  firm  to  be  selected  based  on  its  expertise 
in  managing  similar  funds,  and  its  experience  in  Africa. 

The  Equity  Program  would  be  established  to  make  direct  equity  investments  in 
viable  projects  proposed  by  African  entrepreneurs  or  in  African  financial  institutions,  such 
as  venture  capital  funds,  acting  as  intermediaries  by  onlending  funds  to  small  and 
microenterprises.  The  Equity  Program  would  invest  in  projects  which  satisfy  a 
predetermined  set  of  criteria,  and  would  seek  to  attract  joint  venture  participation  by  US 
investors.  The  Program  could  act  in  cooperation  with  the  Loan  Program  described 
below,  and  with  similar  US  and  international  facilities  already  in  place,  such  as  the  Africa 
Project   Development  Facility   (an  IFC-UNDP-ADB  funded  small  and  medium-sized 
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business  initiative  which  helps  African  entrepreneurs  develop  business  ideas  into  viable 
projects)  and  the  Africa  Enterprise  Fund  (an  IFC  initiative  which  funds  small  and  medium- 
sized  enterprise  in  Africa). 

The  Equity  Program  would  be  capitalized  at  $100  million,  to  be  raised  from 
institutional  investors  and  the  international  financial  markets.  The  Program  would  provide 
much-needed  equity  financing  to  African  private  sectors  thus  encouraging  the  creation 
and  expansion  of  small  and  medium-sized  enterprises  in  the  region.  It  would  have  its 
own  Board  of  Directors  and  management. 

The  Loan  Program  would  provide  loans  to  fund  private  sector  investments  in 
Africa,  both  directly  and  through  financial  intermediaries  such  as  commercial  banks, 
mortgage  banks,  merchant  banks,  etc.  The  Fund  would  operate  in  concert  with  the 
Equity  Program  and  other  similar  institutions  providing  private  sector  funding  for  Africa, 
such  as  those  mentioned  earlier.  The  Loan  Program  would  be  funded  by  a  US 
government  grant  allocation  of  $400  million  to  the  US-Africa  Enterprise  Fund  which  would 
onlend  such  funds  at  a  reasonable  rate  of  interest  for  direct  investments  in  Africa  or  for 
investments  in  African  intermediaries  which  would  in  turn  onlend  to  the  final  beneficiaries, 
i.e.  small  and  micro-enterprises. 

When  funds  are  disbursed  through  financial  intermediaries,  such  intermediaries 
would  bear  the  credit  risk  and  be  responsible  for  appraising  and  supervising  the 
implementation  of  sub-projects.  They  would  also  bear  the  foreign  exchange  risk  and 
interest  rate  risk  resulting  from  their  exposure.  The  Loan  Program  would  ensure  that 
hedging  mechanisms  are  adopted  by  the  financial  intermediaries  to  mitigate  these  risks. 
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The  Caoacitv  Building  Fund  would  address  the  capacity  limitations  of  the  private 
sector  in  Africa  in  the  areas  of  managerial  and  entrepreneurial  training,  and  would  provide 
consulting  assistance  to  local  private  enterprises,  financial  intermediaries  and  African 
consultants,  with  a  view  to  enhancing  local  consulting  capacity.  In  summary  the  Capacity 
Building  Program  would  cover  the  following: 
(i)        Training  programs  for  managers  and  entrepreneurs  in  accounting,  marketing, 

finance  and  management  to  be  provided  in  Africa  and  in  the  U.S. 
(ii)       Consulting  services  would  be  provided  by  seconding  experienced  US  personnel 

-  perhaps  young  MBAs  and  accountants  -  to  African  enterprises.    As  much  as 

possible  the  Fund  would  work  through  existing  facilities  such  as  the  Access  Africa 

Enterprise  Corps, 
(iii)       Local  African  consulting  firms  would  be  enhanced  through  training  and  by 

ensuring  their  participation  in  the  appraisal,  implementation  and  supervision  of  all 

projects. 
(iv)      A  program  would  be  established  to  encourage  the  return  of  qualified  Africans  in 

the  United  States  by  offering  them  challenging  assignments  in  their  home 

countries. 
(v)       A  scholarship  program  would  be  created  to  educate  promising  African  students, 

professionals,  and  entrepreneurs  in  the  U.S.  in  accounting,  finance,  marketing  and 

business  management, 
(vi)      Technical  assistance  could  be  provided,  if  requested,  to  African  governments 

interested  in  promoting  foreign  investment  in  their  countries. 
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(vii)     Technical  assistance  could  be  provided  to  assist  governments  in  developing  their 

stock  markets  and  increasing  foreign  access  to  them, 
(viii)     Consulting  support  could  be  provided  in  the  area  of  capital  market  development, 

particularly  in  the  creation   of  financial  institutions  for  channeling  funds  to 

microenterprises.  .    . 

About  15%  of  the  Enterprise  Fund's  resources  would  be  allocated  to  the  Capacity 
Building  Program, 

Access  Africa  believes  that  the  main  principles  that  would  guide  the  establishment 
and  operation  of  the  US-African  Enterprise  Fund  are  simplicity,  efficiency  and 
effectiveness.  Bureaucratic  procedures  would  be  avoided  to  the  extent  possible,  with  an 
emphasis  being  placed  more  on  function  and  effectiveness  than  on  form  and 
presentation.  While  developing  our  views  on  an  African  Enterprise  Fund,  we  reviewed  the 
Hungarian-American  Enterprise  Fund,  established  in  1989  and  the  Polish-American 
Enterprise  Fund,  established  in  1990.  It  is  our  view  that  the  proposed  Fund  be  designed 
to  suit  the  specific  circumstances  of  the  African  business  environment.  A  great  deal  of 
flexibility  would  need  to  be  built  into  the  Fund's  operations  to  account  for  considerable 
differences  among  countries  in  the  level  of  development  of  financial  systems,  capital 
markets,  and  indeed  private  sectors.  Unlike  the  Polish-American  Enterprise  Fund,  the 
USAEF  would  make  maximum  use  of  intermediaries  where  they  exist  and  are  capable  of 
delivering  the  required  service.  Where  such  institutions  are  weak,  they  can  be 
strengthened  through  investment  support  and  capacity  building.  Unlike  both  Eastern 
European  Funds,  the  regional  nature  of  the  USAEF  will  ensure  that  investments  are 
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broadly  diversified  among  countries  and  mai<e  them  less  susceptible  to  changes  in 
Individual  country  circumstances. 

The  Hungarian  American  Enterprise  Fund,  for  instance,  only  recently  laegan  to 
focus  on  developing  partnerships  with  financial  institutions  In  its  third  year  of  operations. 
This,  we  suspect,  was  probably  driven  by  the  n&ad  to  raise  private  sector  capital  in  order 
to  continue  the  Fund's  operations.  Since  it  is  Access  Africa's  desire  and  hope  that  the 
Enterprise  Fund  for  Africa  will  operate  over  the  long  term,  we  recommend  that  the  non- 
profit organization  should  be  required  to  select  an  established  investment  banking  or 
venture  capital  management  firm  as  its  technical  partner  from  the  outset  of  this  program. 
The  selected  firm  should  have  demonstrated  experience  in  the  international  venture 
capital  market  with  preference  for  firms  that  have  current  activities  in  Africa.    More 
importantly,  however,  the  firm  should  also  be  capable  of  raising  private  sector  capital  in 
support  of  the  Fund's  objectives.  The  issue  of  leveraging  the  initial  appropriations  that 
establish  the  Fund  with  private  sector  capital  is  a  very  important  one.    Furthermore  the 
Fund  should  draw  on  the  thirty  years  of  experience  of  the  U.S.  Small  Business  Investment 
Company  (SBIC)  program  whereby  the  capital  of  SBIC's  are  leveraged  by  the  U.S. 
government. 

All  projects  benefitting  from  the  Fund  would  be  expected  to  meet  a  set  of  criteria 
that  would  require  the  project  to  be  viable,  to  have  a  developmental  impact,  and  to  satisfy 
the  requisite  environmental  and  labor  regulations.  Country  eligibility  can  also  be  made 
subject  to  certain  conditions,  such  as  progress  towards  democratic  reform,  progress  with 
economic  reform,  and  environmental  sensitivity. 
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It  is  expected  that  the  Fund  would  begin  to  make  equity  investments  and  loans 
immediately  and  its  impact  would  be  felt  in  the  short  to  medium  term.  The  Fund  should 
be  required  to  develop  a  strategic  plan  for  encouraging  joint  ventures  between  U.S. 
businesses  and  African  entrepreneurs.  This  is  particularly  Important  since  the 
liberalization  of  African  economies  now  allow  for  1 00%  foreign  investment  in  many  sectors 
of  the  econonny,  and  joint-venture  companies  could  take  advantage  of  viable  privatization 
opportunities  which  are  beginning  to  emerge. 

In  conclusion,  it  should  be  emphasized  that  promoting  private  sector  development 
in  Africa  is  not  just  an  ideological  necessity,  it  is  sound  U.S.  policy  with  mutual  benefits 
for  both  the  US  and  Africa.  A  growing  African  private  sector  providing  a  more  diverse 
array  of  products  and  services  is  a  more  formidable  force  for  development  For  African 
governments  who  have  gradually  recognized  the  limits  of  public  sector  intervention,  an 
enhanced  role  for  the  private  sector  is  welcome  relief.  And  the  harsh  rhetoric  once  heard 
in  Africa  against  foreign  investment  is  being  replaced  by  a  determined  competition  for  the 
capital,  technology  and  employment  which  the  U.S.  can  bring  to  the  region. 

Attitudes  and  policies  are  changing  rapidly  in  Africa.  There  is  a  growing 
recognition  that  given  the  proper  support,  the  enterprising  energies  of  Africa's  people 
have  enormous  potential.  The  U.S.  government,  potential  U.S.  investors,  African 
governments,  and  African  entrepreneurs  themselves  now  have  an  opportunity  to  engage 
a  powerful  engine  to  help  drive  Africa's  development  forward.  It  is  an  opportunity  which 
no  one  can  afford  to  ignore. 
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Investing  now  in  the  ongoing  efforts  of  emerging  democracies  in  Africa  to 
restructure  their  economics  will  pay  dividends  down  the  road.  An  Africa  fully  integrated 
into  the  international  economy  will  be  an  important  source  for  raw  materials  and 
manufactured  products,  as  well  as  a  significant  market  for  American  goods  and  services. 

Access  Africa  is  grateful  for  this  oppo.iunity  to  provide  an  input  into  these 
important  deliberations  of  the  Subcommittee  on  Trade,  Economic  Policy  and  Environment 
as  well  as  the  Subcommittee  on  Africa.  We  would  welcome  an  opportunity  for  further 
discussions  with  committee  members  or  their  staff. 
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STATEMENT  OF  SAFARI  CLLB  INTERNATIONAL 

ON  VS.  IMPACTS  ON  WILDLIFE  CONSERVATION  IN  AFRICA 

November  9,  1993 


Satan  Club  International  (SCI),  a  worldwide  organization  of  hunter-conservanonists,  has  been 
involved  in  wildlife  conservation  in  Africa  for  more  than  20  years.     SCI  has  made  direct 
urants  for  uniforms,  field  equipment,  computers  and  much  of  the  other  hardware  of  wildlife 
management     But  perhaps  more  importantly.  SCI  has  been  a  continuous  source  of  what  is 
known  in  Africa  as  "tourist  spon  hunting  " 

Tourist  spon  hunting  is  a  way  for  Africans  to  utilize  African  wildlife  resources,  on  a 
continuing,  sustainable  basis    While  it  is  by  no  means  the  only  way  to  utilize  resources,  it 
brinus  a  hmh  return  for  a  minimal  investment  in  infrastructure,  has  virtually  a  zero  biological 
;mpaci  on  the  wildlife  populations,  and  is  easy  to  regulate    In  comparison  to  other  forms  of 
ui I dhftf- related  tourism,  the  impact  of  spon  hunters  on  the  environment  is  minimal    The  one 
rt-quiremeni  of  tourist  spon  hunting  is  that  the  hunter  desires  to  return  home  with  his  hunting 
trophv     This  makes  tourist  spon  hunting  vulnerable  to  regulations  in  the  impomng  country 
that  prohibit  or  unduly  interfere  with  the  hunter'  ability  to  impon  his  trophy 

The  imposition  of  import  bans  that  interfere  with  the  management  of  wildlife  in  the  country 
of  oriein  has  been  recognized  as  a  problem  by  the  panies  to  the  Convention  on  International 
Trade  in  Endangered  Species  (CITES)     In  1987.  the  CITES  parties  adopted  a  resolution 
(Cent   ti  7)  that  called  upon  countries  to  consult  with  the  countries  of  origin  prior  to  setting 
import  bans    The  preamble  to  that  resolution  makes  two  imponant  points 

international  cooperation  is  fundamental  to  achieving  the  objectives  of  the 
Con\ention.  ■ 

"(there  is  a|  concern  of  some  Panies  that  stricter  domestic  measures  [impon  bans) 
mav  have  an  adverse  impact  on  the  conservation  status  of  the  species  concerned  in 
iheir  countries  of  origin  ' 

li  u.is  recognized  bs  the  parties  that  such  bans  were  often  the  result  of  political  pressures 
.■.iihin  the  imponinu  counirv.  and  were  therefore  not  consistent  with  sound  wildlife 
vvMiNjrvaiion  practices     In  l'''^2.  the  panies  adopted  a  similar  resolution  (Conf  8  21)  calling 
tor  consultations  prior  to  proposals  to  list  species  as  protected  under  CITES,  where  the  listing 
;:i:i:hi  impact  the  utilization  ol  the  species  by  the  country  of  ongin 
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This  had  not  been  a  problem  with  the  United  States,  until  the  U.S.  Fish  and  Wildlife  Service 
(F\^S)  began  to  adopt  standards  for  wildlife  importation  that  were  not  based  on  thorough 
knowledge,  were  impractical  and  prohibitively  expensive  to  comply  with,  and  were  set  in 
place  without  consultation  with  the  wildlife  managers  in  the  countries  where  the  wildlife 
occurs 

The  most  serious  example  of  this  is  the  recent  imposition  of  secret,  internal  "guidelines"  by 
the  US   denying  the  importation  of  African  elephant  hunting  trophies  for  which  expon 
permits  had  been  issued  by  the  African  countries  of  origin     Under  pressure  from  an  SCI 
lawsuit,  the  US   has  issued  import  permits  for  trophies  from  some  countries,  and  has 
published  these  guidelines  as  proposed  rules.    The  comments  from  African  governments  and 
from  wildlife  conservation  experts  overwhelmingly  oppose  the  guidelines: 

In  adopting  an  approach  and  a  proposed  set  of  guidelines  that  are  exceedingly  restrictive 
the  USFWS  would  appear  to  have  exceeded  the  intentions  ...  of  Article  3.3(a)  [of  the 
CITES  treaty]     .  "   [MA   Ndolanga,  Director  of  Wildlife,  Ministry  of  Tourism,  Natural 
Resources  and  Environment,  Tanzania] 

This  type  of  approach  could  be  seen  as  being  offensive  to  developing  countries  and.  in  our 
opinion.  It  goes  beyond  the  intentions  of  CITES         Our  interpretation  of  An.  Ill  is  that  in 
almost  all  cases,  a  non-detrimental  finding  by  the  exporting  country  should  be  sufficient 
ground  for  the  importing  country  to  reach  a  similar    .  finding,  in  the  spirit  of  CITES,  i.e. 
trust  and  respect  for  fellow  Party  sovereignty  and  integrity  ..  [H   Rumpf,  Permanent 
Secretary,  Ministry  of  Wildlife,  Conservation  and  Tourism,  Namibia] 

The  communities  [of  Zimbabwe]  consider  that  the  proposed  guidelines  .    have  the 
potential  to  destroy  their  income  base  and  ask  if  it  is  appropriate  for  the  wealthiest  of 
developed  nations  to  take  action  which  can  affect  rural  African  communities  this  way"*" 
[T.N   Maveneke,  Chief  Executive,  CAMPFIRE  Program,  Zimbabwe,  in  a  petition  from 
3002  villagers  to  the  President  of  the  US] 

This  (the  requirement  for  the  U  S   to  show  "enhancement  of  survival"]  would  seem  to 
Lontradict  CITES  Article  111.  2(a),  which  states  that  the  non-detriment  findings  regarding 
export  are  tiie  sole  responsibilirv'  of  the  exporting  country  "    [African  Wildlife  Foundation] 

SCI  has  prepared  amendments  to  the  Endangered  Species  Act  that  would  require  FWS  to 
consult  in  a  meaningful  way  with  countries  of  origin  prior  to  developing  standards  or  bans 
which  may  interfere  with  wildlife  management  in  those  countries.    We  recognize  that  the 
F\\  S  IS  subject  to  budget  restraints  as  well  as  to  political  pressures  from  groups  that  oppose 
any  kind  of  wildlife  utilization     However,  those  are  the  best  reasons  to  require  such 
consultations 
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AMENDING  THE  ESA  TO  STOP  ECO-IMPERIALISM 

Briefing  Paper  to  accompany  H.R.  **** 
September,  1993 

WHAT  WILL  H.R.  ****  DO? 

H  R.  ****  offers  four  amendments  dealing  with  the  role  of  sportsmen  in 
conservation  and  way  the  U.S.  carries  out  listings  and  permit  actions  under  the 
Endangered  Species  Act  (ESA)   for  species  that  occur  outside  the  United  States. 

H.R.  **♦*  would: 

*  add  a  statement  to  the  findings  and  purposes  section  of  the  ESA  to 
recognize  the  contribution  of  sportsmen  and  women  to  conservation 

*  modify  the  definition  of  conservation  in  the  ESA  to  allow  the 
government  more  flexibility  in  utilizing  controlled  and  limited  hunts  to 
manage  a  species 

*  require  the  U.S.  to  consult  fully  and  adequately  with  other  countries 
when  the  species  being  considered  for  listing  occurs  in  those  countnes 
*require  that  the  U.S.  stay  within  the  terms  of  the  CITES  treaty  when 
issuing  permits  that  affect  the  conservation  programs  of  other  countries 

WHAT  IS  ECO-IMPERL\LISM? 

The  last  two  amendments  deal  with  "eco-imperialism."    Eco-imperialism  is  a 
recently-coined  phrase  which  describes  a  policy  or  practice  in  which  one  counrt\' 
forces  Its  will  on  another  country  in  regard  to  the  management  of  natural 
resources.    We  have  seen  eco-imperialism  exercised  by  the  U.S.  recently  on 
.African  elephant  management  and  the  conservation  of  argali  mountain  sheep  in 
.Asia. 

POLITICS,  NOT  SCIENCE 

Eco-iniperialism  is  bad  foreign  policy,  becuase  it  uses  market  forces  to  make 
another  country  do  things  our  way,  whether  they  want  to  or  not.    The  usual 
reasons  for  eco-impenalism  are  political,  not  scientific.    Decisions  made  this 
ua\  nonnally  have  no  sound  scientific  basis,  and  often  have  results  that  are  bad 
lor  the  conservation  of  the  species  they  are  supposed  to  be  helping. 
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THE  INTERNATIONAL  COMMUNITY  HAS  OBJECTED 

The  1 16  countnes  which  belong  to  the  Convention  on  International  Trade  in 
Endangered  Species  (CITES)  have  adopted  two  resolutions  over  the  last  few 
vears  callnig  for  an  end  to  such  practices.    They  have  insisted  on  better  and 
more  ineaningftil  consultation  between  the  countries  that  have  the  wildlife  and 
those  countries  that  can  impact  the  conservation  of  that  wildlife. 

The  country  with  the  wildlife  (the  range  country)  has  the  best  information  about 
the  animals.    It  is  also  the  only  country  in  a  position  to  take  effective  action  to 
save  the  animals  and  their  habitat.    In  most  cases,  these  are  third  world  countnes 
with  quickly-growing  human  populations  and  little  cash  to  spread  around  for 
"nice"  activities  like  wildlife  conservation.    Their  pnmary  concerns  are  feeding 
and  caring  for  their  people.    If  there  is  value  given  to  the  wildlife,  through 
commercial  markets  or  spon  hunting  programs,  then  there  is  an  effective 
incentive  to  conserve  the  wildlife. 

The  countrv  forcing  its  will  on  the  range  country  has  neither  the  expenise,  the 
money,  the  responsibility  nor  the  capability  to  do  anything  to  effectively 
conserve  the  species  in  question.    The  only  thing  it  can  do  is  to  shut  its  doors  to 
imports  of  the  species. 

VALL  E-BASED  CONSERVATION  WORKS! 

W  ildlife  managers  in  the  third  worid  have  documented  the  importance  and 
otfcctiveness  of  economic  incentives  for  wildlife  conservation.    The  CITES 
parties  have  recognized  thebenetlts  of  trade  in  wildlife  in  creating  incentives  for 
conservation.    The  International  Union  for  the  Conservation  of  Nature  (lUCN). 
the  oldest  and  largest  conservation  organization  in  the  world,  has  also 
recognized  the  benefits  of  sustainable  use  of  wildlife  as  an  incentive  for 
conservation.    Yet  despite  this,  the  U.S.  continues  to  make  ESA  decisions  based 
on  the  politics  of  eco-imperialism. 

H.R.  ****  IS  GOOD  CONSERVATION 

II  R    ****  will  put  the  tle.\ibilit>'  back  into  the  ESA  that  it  was  originally  meant 
10  Iki\c     It  will  stop  "eco-impenalism"    by  requiring  the  U.S.  to  consult  and    . 
uork  in  pannership  with  other  countries  when  making  decisions  about  their 
wildlife,  instead  of  forcing  them  to  do  what  U.S.  eco-politics  demands. 
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DRAFT  AMENDMENTS  TO 
THE  ENDANGERED  SPECIES  ACT 

[new  language  is  underlined;  deleted  language  is  shaded] 

I    Amend  the  findings  statement  in  16  U.S.C.  1531(a)  by  addmg  a  new  subparagraph  reading 
as  follows; 

(6^  Sportsmen  and  women  have  been  among  the  foremost  contributors  of  support,  time, 
effort  and  funds  to  conserve  all  wildlife,  inclduing  endangered  and  threatened  species 

2.  Amend  the  definition  of  "conservation"  in  16  U.S.C.  1532(3),  by  striking  out  certain 
portions,  as  indicated  below: 

(3)  The  terms  "conserve",  conserving",  and  "conservation"  mean  to  use  and  the  use  of  ail 
methods  and  procedures  which  are  necessary  to  bring  any  endangered  species  or 
threatened  species  to  the  point  at  which  the  measures  provided  pursuant  to  this  chapter  are 
no  longer  necessary.    Such  methods  and  procedures  include,  but  are  not  limited  to,  all 
activities  associated  with  scientific  resources  management  such  as  research,  census,  law 
enforcement,  habitat  acquisition  and  maintenance,  propagation,  live  trapping  and 
transplation.  anc^^^^^^^^^^^^^^^^^^ 

'^m^mmmmmmmmmmmm.  regulated  takmg. 

3  Amend  the  listing  provisions  in  16  U.S.C.  1533  to  require  meaningful  consultations  when 
the  species  involved  occurs  exclusively  or  primarily  outside  the  boundaries  of  the  the  United 
States  by  amending  subsection  (b)(5)(B)  as  follows: 


(B)  CD  mmmmmm^  <"  Wmm  coordination  with  the  secretary  of  State, 
give  notice  of  the  proposed  regulations  to  each  foreign  nation  in  which  the  species  is 
believed  to  occur  or  whose  citizens  harvest  the  species  on  the  high  seas,  and  invite  the 
comment  of  such  nation  thereon,  such  notice  must  include  the  complete  test  of  the 
proposed  regulations  along  with  suitable  explanatory  material,  must  be  prepared  in  the 
language  of  the  nation  to  which  it  is  being  delivered,  and  must  be  delivered  to  the 
competent  wildlife  authorities  of  that  nation,  as  well  as  to  the  external  representatives  of 
that  nation: 

(ii)  m  the  case  of  a  species  which  occurs  entirely  outside  the  boundaries  of  the  United 
State,  or  which  occurs  primarily  within  the  boundaries  of  one  or  more  other  nations,  the 
Secretary  may  not  issue  a  final  regulation  in  regard  to  that  species  without  the  concurrence 
of  a  maionry  of  the  nations  within  the  boundaries  of  which  the  species  occurs  unless  the 
Secretary  obtains  clear  and  compelling  evidence  of  a  serious  threat  to  the  survival  of  the 
species,  and  publishes  a  summary  of  such  evidence  along  with  an  explanation  of  his 
reasons  for  proceeding  with  the  final  regulation:  the  objections  of  the  nations  in  question 
may  go  to  protecnve  regulations  proposed  pursuant  to  subsection  (d)  of  this  section,  as 
wei!  as  to  the  listing  of  the  species  under  this  subsection. 

4   .Amend  16  U  S  C    1537a  to  clarify  the  findings  to  be  made  by  the  United  States  Scientific 
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Authority  in  regard  to  the  issuance  of  permits  under  the  Convention  by  adding  the  following 
provision  to  subsection  (c): 

(3)  In  making  determinations  as  to  the  issuance  of  import  permits  under  Article  IV  of  the 
Convention,  the  Secretary  shall,  in  the  case  of  importation  of  a  specimen,  accept  the 
finding  of  the  exporting  nation  as  evidence  bv  the  issuance  of  an  export  pemrit  bv  that 
nation  as  to  the  issue  of  lack  of  detriment  to  the  survival  of  the  species:  in  no  case  shall 
the  Secretary  impose  a  standard  for  the  issuance  of  import  permits  beyond  that  specifically 
authorized  in  the  text  of  the  Convention. 
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